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MINUTES OF EVIDENCE 



TAKEN BEFORE THE 

DEPARTMENTAL COMMITTEE ON 
RAILWAY AGREEMENTS. 



FIRST DAY. 

Wednesday, 27th October, 1920. 



TERMS OF REFERENCE. 

To consider and report as to, 

(i) the nature and terms of the Agreements made between the Government and the 
Railway Companies relating to the possession by the Government of the under' 
takings of the Companies; 

(ii) the possible extent of the outstanding liabilities of the State thereunder, according 
to the interpretations which may be placed upon such Agreements ; 

(hi) whether, with due regard to cost, any further steps should be taken to secure that 
the interests of the State in reference to such Agreements are adequately 
safeguarded, 

and generally to make such recommendations as appear desirable in the circumstances. 



Present : 

Lord COLWYN (in the Chair). 



Major HARRY BARNES, M.P. 

Sir GODFREY COLLINS, C.M.G , M.P. 

Mr. WILLIAM GRAHAM, LL.B., M.P. 

Sir HARDMAN LEVER, Bart., K.C.B. 



Sir HALFORD MACKINDER, M.P. 

Sir THOMAS ROBINSON, M.P. 

Mr. W. PETER RYLANDS. 

Mr. E. TWENTYMAN ( Secretary ). 



Sir George Beharrell, D.S.O., Director-General of Finance and Statistics, Ministry of Transport, 

called and examined. 



Witness: I should like very much to have my 

accountant in the room in case I wish to consult him 
at any time, and it might probably save the time of 
the Committee. In fact, later in the Inquiry, you 
may find it an advantage to hear him in the witness 
chair on points of detail, such as illustrations of the 
formula, and that kind of thing. I probably know 
the formulas, but he is handling them daily, and 
could put them more lucidly to the Committee than 

I could. . . „ 

1. If you wish it, I think you mignt have him inf — 
Yes, it would be an advantage. 

2. Now about your evidence this morning. It has 
not been circulated, has it? — No. 

3. Can you give, following on in sequence, the 
purport of all these agreements — good, bad, and 
everything? — Yes, quite. 

4. Before the Committee? — I think so. 

5. Then after you have done that, the Committee 
Krill examine and cross-examine you? Certainly. I 
think if I take the proof I have prepared— at any 
rate, the first part of it; I have tried to divide the 
evidence which I propose to submit to the Committee 
into sections, and no doubt you will wish to 
divide it at different times; it is bulky; I could 
not read it through in a day, or possibly in two days; 



but I have devoted the first thirty or forty pages of 
the proof to an entirely general review of the situa- 
tion — the circumstances which led up to the Agree- 
ment, and the main features of the Agreement, as 
we understand them, leaving all detail to come later. 
Then, after I have dealt with the detail, I have pre- 
pared a short statement of what I think has been 
the effect on the Government of the control of the 
railways, as to whether it has cost money and whether 
they have saved money on it ; and I will produce 
figures then which, I think, will give an impres- 
sion of the effect on the Exchequer of the con- 
trol of the railways since 1914; and then one aspect 
of checking the expenditure and the operation, 
mainly through statistics. That is the broad outline 
in which, subject to your judgment, I will deal with 
the case. 

6. Then shall we have a full report of your state- 
ment? It will be taken down now, but have you 
prepared papers for us to look at? — I have prepared 
only the printed documents* and one or two formal 
tables which I will hand in at the appropriate time; 
but if it will be of help to the Committee I could 
circulate the general part of my statement; but it 
will be clearer in the print of the evidence because 
I shall cover the whole ground, and you will get it 



* References are constantly made throughout the Minutes of Evidence to “ the Printed Documents,’’ “ the -White 
aper ” “ the Print,” etc., or to numbered papers or particular pages of a document the title of which is not quoted 
i all such cases the reference, unless otherwise indicated, is to the “ Principal Letters and Documents relating to the 
eneral Railway Agreements (Great Britain),” printed with the Report as Appendix I. 
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in a better fonn than that which I have prepared. 
I shall not adhere strictly to this, but the shorthand 
notes will show exactly what I say. 

7. Then will you kindly proceed? — The railways of 
Great Britain, as distinct from Ireland, were taken 
possession of by the Government under the Regulation 
of the Forces Act, 1871 — under Clause 16 of that Act. 
It is rather a long clause, but if you would not mind 
I think I had better read it, and then you really 
get to the foundation of the whole bargain. The 
clause reads as follows: — 

“ When Her Majesty, by Order in Council , 
declares that an emergency has arisen in which 
it is expedient for the public service that Her 
Majesty’s Government should have control over 
the railroads in the United Kingdom , or any of 
them, the Secretary of State ” — (that is im- 
portant) — “ may, by warrant under his hand, 
empower any person or persons named in such 
warrant to take possession in the name or on 
behalf of Her Majesty of any railroad in the 
United Kingdom, and of the plant belonging 
thereto, or of any part thereof, and may take 
possession of any plant without taking 
possession of the railroad itself, and to use the 
same for Her Majesty’s service at such times 
and in such manner as the Secretary of State 
may direct; and the directors, officers , and 
servants, of any such railroad shall obey the 
directions of the Secretary of State as to the 
user of such railroad or plant as aforesaid for 
Her Majesty’s service. 

“ Any warrant granted by the said Secretary of 
State in pursuance of this section shall remain in 
force for one week only, but may be renewed., 
from week to week so long as, in the opinion of 
the said Secretary of State, the emergency con- 
tinues. 

“ There shall be paid to any person or body of 
persons whose railroad or plant may be taken 
possession of in pursuance of this section, out 
of monies to be provided by Parliament, such 
full compensation for any loss or injury they 
may have sustained by the exercise of the powers 
of the Secretary of State under this section as 
may be agreed upon between the said Secretary 
of State and the said person or body of persons, 
or, in the case of difference, may be settled by 
arbitration in manner provided by ‘ The Lands 
Clauses Consolidation Act, 1845.’ 

“ Where any railroad or plant is taken posses- 
sion of in the name or on behalf of Her Majesty in 
pursuance of this section, all contracts and en- 
gagements between the person or body of persons 
whose railroad is so taken possession of and the 
directors, officers, and servants of such person 
or body of persons, or between such person or 
body of persons and any other persons in relation 
to the working or maintenance of the railroad 
or in relation to the supply or working of the 
plant of such railroad, which would, if possession 
had not been taken, have been enforceable by or 
against the said person or body of persons, shall 
during the continuance of such possession he 
enforceable by or against Her Majesty. 

“ For the purposes of this section 1 railroad ’ 
shall include any tramway, whether worked by 
animal or mechanical power, or partly in one 
way and partly in the other, and any stations, 
works, or accommodation belonging to or required 
for the working of such railroad or tramway. 

“ ‘ Plant ’ shall include any engines, rolling 
stock, horses, or other animal or mechanical 
power, and all things necessary for the proper 
working of a railroad or tramway which are not 
included in the word ‘ railroad.’ ” 

You will observe that . warrants granted by the 
Secretary of State could only remain in force for 
one weeK, and until the passing of the Ministry of 
Transport Act on the 15th of August, 1919, ' the 
possession of the railways in Great Britain was 
renewed week by week from the 4th August, 1914. 
It was never more than a weekly possession until 



the passing of the Ministry of Transport Act. This 
seems to indicate to my mind that the Act of 1871 
never contemplated control of the railways for the 
extended period- of time which has been found 
necessary in the present case. The temporary or 
emergency character of many of the arrangements 
which were entered into during the course of control 
will be clearly brought out when the various 
arrangements are considered in detail; but I think 
it is quite clear that the control anticipated was a 
weekly control for purely military purposes, but 
it has gradually evolved until it has become a huge 
financial deal affecting hundreds of millions of 
pounds. It seems clear to me that many of the 
decisions arrived at to meet particular cases came 
to be applied as a general principle, when quite 
possibly the circumstances had entirely changed or 
the cases were by no means completely analogous. 
The railways in Ireland were not taken possession of 
until a later date, the Order in Council in connection 
with these railways being dated the 22nd December, 
1916. 

8. My colleagues will probably ask questions 
of you. I was wondering whether they would 
like to interrupt on any particular point they 
required to be elucidated during your evidence. — I. 
think it would be much better from my point of view 
to deal with the points as they arise rather than go 
back over the whole ground time after time. 

9. You will have to have both. — Yes; but probably 
the second would be much lightened if you dealt with 
them point by point first. 

10. Yes. Some important points might arise but 
escape our notice; therefore if the members will stop 
Sir George when they want to ask questions will they 
please do so, and you, Sir George, will perhaps answer 
the questions. — If you please. 

11. In addition to that they will take copious 
notes, and yon will have to submit to questions on 
them at a later period. 

12. I should like to ask Sir George if, in 
the plant that the Secretary of State takes 
over, he understands to be included the work- 
ing capital of the railway which was necessary to 
provide the revenue. — I think it must follow that the 
working capital was taken over as well. It was not 
ap undertaking without its working capital. It 
must be an undertaking equipped with working 
capital, stores, staff, buildings and everything else 
appertaining to the undertaking. 

13. That was admitted when he undertook to pay 
monthly instalments afterwards. — I do not think 
you can say it was definitely admitted. But I think 
anyone would find it difficult to argue that you can 
take possession of an undertaking and remove capital 
from it. It ceases to he a live undertaking; it be- 
comes a bankrupt concern, incapable of being worked 
until new capital is put in. 

14. The compensation provided for by the 1871 Act 
is full compensation. — Yes, that is the wording of 
the section. 

15. If the amount is not sufficient the railway com- 
panies can arbitrate? — Yes, that is so under the 1871 
Act. An arbitrator is provided for under the Lands 
Clauses Consolidation Act; and that was altered 
later to the Railway and Canal Commission. 

16. Then the decisions of this Committee, if not. 
acceptable to the Government or to th9 railway com- 
panies — the whole matter goes before an arbitrator? 

17. Yes; but it may possibly arise that this 
Committee may probably have to act in some measure 
as arbitrator. Supposing great differences arise, 
this Committee might use their influence to get 
things arranged. That -would be the final point. 

18. In the meantime, do we understand that the 
function of the Committee is, if I may say so, to 
ascertain the case of the Government that would go 
to arbitration ? 

19. No. I think we have to find out whether 
these agreements are really in the interests of 
the State. If we say that these agreements are 
not in the interests of the State, then we have to 
consider whether, in the interests of the State, these 
agreements shotdd be carried out. 
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20. Then in that case you would go behind the 
1871 Act, on a certain assumption? 

21. Yes, we might do that. We want io get 
clear how the agreement stands, then we will decide 
in our minds afterwards whether it is in the 
interests of the State that the agreement should be 
carried out by the railway companies and the Govern- 
ment. 

22. In effect are all these subsequent agreements in 
a sense interpretations of decisions on the 1871 
agreement, removing points from the question of 
arbitration or dispute? 

Witness : It is defining certain points as they arose, 
and the relation of the two parties is more or less 
defined in an instruction or by exchange of letters 
on that particular point; and in so far as the instruc- 
tion or letter is explicit it is removed out of the Act 
of 1871. 

23. Any decision afterwards would be given not 
on the 1871 agreement but on the terms of the letter 
dealing with the point that would have arisen under 
the 1871 agreement? — Yes; I am afraid that must be 
so. 

24. You are outside the 1871 agreement and on the 
special agreement. 

25. I think there are two points of view 

—first, under the 1871 Act, and in the second 
because of the contracting out, as it were. Those are 
tire two points of view'? — Yes, that is so. I think we 
may find that we have contracted out in part and 
not in whole. The railway companies may still say 
that for certain things they are entitled to fall back 
on the Act of 1871. I do not mean that the 

documents sent to the Committee completely deal 
with every item of claim that may possibly be put 
forward. May I interpose a word here as to whether 
the Committee are to be considered as arbitrators 
between the Government and the railway companies — 
] think you made it clear that you had not the func- 
tion of arbitrators. 

26. No, we have not. — But I should like to 
make it clear that 1 am not putting forward this 
case in a way in which I should if Counsel were going 
to argue it before an arbitrator, but so that the Com- 
mittee should have the full facts before them, as we 
think right, from the Government’s point of view'. 
But a good deal of time would have to be taken up if 
I were to prepare an argument for submission to an 
arbitrator as to the quantum of compensation. I am 
not putting forward a full brief on any particular 
claim. 

27. Is it our position that we have to find out what, 
these agreements are, — is not that one important 
point for us — and then to give our views on them? — 
Yes. • I think you could not say it more clearly than 
the terms of reference do. 

28. It would be important to be able to say 
whether or not an agreement guaranteeing net 
receipts was not less favourable to the State than the 
compensation of the Act. 

29. We should have to consider that. We really 
want first of all to get thorqughly in our minds 
what the agreements are. 

Witness : Yes. I will try and give you the broad 
picture. 

30. I understand, Sir, that the witness is giving 
a narrative of the early circumstances. I want 
to be clear on one point, that what you described 
as a weekly control for military purposes under a 
later statement appears to have evolved into some- 
thing like full possession, including working capital 
also? — Yes. 

31. So that what we have got into our minds at 
this stage is a kind of transformation of the situa- 
tion, which has changed from this early weekly con- 
trol into something much riper — much more complete? 
--It has changed from a temporary operating control, 
which I think was really the kind of control contem- 
plated. If you had a troop movement over a short 
time, wo said that we must have the whole thing 
run to suit the Government’s requirements. From 



that it has gradually grown into a huge financial 
transaction. 

32. In the early letters the expressions are very 
loose. We have, “ taken over by the. Government ” ; 
next we have, “ railroads in the possession of then 
we have “ carrying out the scheme of control.” I 
think it is very desirable we should have a clear and 
specific definition ? — The Act, of course, is quite 
specific — “ should take possession.” 

33. But in the letters we get all sorts of words. — 
“ Shall take possession of ” is the wording of the Act. 

34. There is a great difference in fact. 

35. On page 5 in Enclosure No. 1 — that seems to 

be the operative document — “. . . arriving at some 

understanding in advance as to the financial arrange- 
ments necessary for carrying out the scheme of 
Government control of the railways under the Act 
of 1871.” That would seem to incorporate the section 
of the Act for all purposes. 

Witness : In a letter dated the 5th September, 1916, 
addressed to the Railway Companies’ Association, 
Mr. Runciman, then President of the Board of Trade 
'page 13, document No. 16) — this letter is one 
addressed to Sir Gilbert Claughton, who at that time 
was Chairman of the Railway Companies’ Associa- 
tion; it was more in the nature of a private letter 
than an official communication — the President of the 
Board of Trade stated that, “ the Government under- 
takes to extend the period of guarantee of net receipts 
to two years after the termination of the war.” This 
correspondence was quite an unofficial one; in fact we 
v ere indebted to the railway companies for being able 
to get possession of this letter. 

36. Of course we have not the letter to which it 
was a reply ; it was a private letter ? — Yes, it was a 
private letter, but I think we can get that if it has 
any bearing on it. This extension of the guarantee 
was given by the Government in order to induce the 
companies to agree to meet the men to discuss im- 
provements in conditions of service with a view to 
avoiding a threatened strike. The railway companies 
had asked for a considerably longer period over which 
the guarantee of net receipts should be extended. 

37. The “ duration of the war ” agreement does not 
appear earlier, I think, in the correspondence? — 
No, not earlier. 

38. What precisely was that? Was that an agree- 

ment with the men, or what was it? — Do you 
mean ? 

39. In this same letter, two or three lines higher 
up, there appears this, “ ‘ duration of the war ’ 
agreement.” What is that? — They are referring 
there to the whole of the agreement with the rail- 
ways. 

40. But the agreement was a week to week agree- 
ment. 

41. That means the week to week agreement? — 
There is no other agreement. 

42. I want to know whether that was an agreement 
to something with regard to labour, or was it a 
reference to the agreement here? — I beg your pardon 
This was the agreement with regard to labour between 
the Railways and Labour. It was a truce really. 

43. You said, “ to agree to meet the men.” Does 
that mean merely the members of the National Union 
of Railwaymen or did it extend to all clerical staffs 
and others? — At that time there was an agitation; it 
was confined I believe to the National Union of Rail- 
waymen and the Associated Society of Locomotive 
Engineers and Firemen. 

44. But not extended to the clerical staff? — They 
were recognised. But, if I remember rightly, the 
difficulty at that time was a labour difficulty and not 
a clerical difficulty. 

45. It was a labour application? — Yes, that is so. 

46. I call the other a labour application, too.— 
Quite. But I think the particular difficulty at that 
time concerned wages grades and not clerical staffs 
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47. Before we leave that. Mr. Runciman’s refer- 
ence to the short life of the “ duration of the war ” 
agreement — that is not referring to the week to 
week business? — No. 

48. What is the “ duration of the war ” agree- 
ment ? — He is referring there to an arrangement 
which had been arrived at between the companies and 
the men as to a truce during the war. 

49. Not a Government agreement? — No, not a 
Government agreement at all. I should say here, in 
passing, that the whole of the agreements and instruc- 
tions that we have before us were agreements and 
instructions which existed at the time of the passing 
of the Ministry of Transport Act; they had been 
arrived at during the whole period between 1914 and 
1919. The main instructions given to the companies 
in the whole of these papers are really the approval 
of the formula for calculating the arrears of main- 
tenance claim for the year 1919, which was some- 
what more rigid than the formula which had been 
previously adopted. Now, the Ministry of Trans- 
port Act, Section (3) (i) (a), enabled the Minister 
to retain possession without the weekly renewal 
of the warrants. It imposed on the Minister the 
necessity for retention of possession for a period of 
two years after the passing of the Act, that is, up 
to the 15th August, 1921, “ on the same terms as to 
compensation as those heretofore in force.” This 
period of two years was considered to be a fulfilment 
of the guarantee contained in Mr. Runciman’s letter 
above referred to; in fact, owing to the lapse of time 
before the final termination of the war can be fixed, 
tho Ministry of Transport Act has considerably 
shortened the period of control. The two years 
would not even now have commenced to run. Our 
obligations cease on the 15th August, 1921, where 
they could not have ceased for 15 or 16 months after 
that time if the Ministry of Transport Act had not 
put a definite limit to the time. 

50. This letter of Mr. Runciman timply undertakes 
to extend the period of guarantee; it does not say 
anything about control, does it? — That is so. 

51. And that affects only one item in the agree- 
ment; it does not affect any of the matters dealing 
with maintenance, does it, except in so far as they 
are affected by that agreement? — It depends on what 
you mean by the word “ guarantee.” I am afraid it 
affects all the financial side. Unfortunately, if 
allowed to continue, it would have meant at the 
termination of the war the companies would have 
gone back to their own individual management to 
manage their own affairs as they thought best; 
they need have had no regard to the effect of that 
management for a period of two years. That is how 
I interpret the letter. 

52. Was this ever embodied in any formal agree- 
ment? — None whatever. That is the only record. 

53. And that record was obtained from the railway 
companies ? — Yes. 

54. I see in some of the earlier letters Mr. Walker 
says that he is getting the consent of the railway 
companies to it? — Yes. 

55. Nothing transpires here? — I do not think they 
would have any difficulty in getting the consent of 
the railways to have their receipts guaranteed. 

56. Quite. — I have appended to the printed docu- 
ment you have got a list of the controlled companies, 
and it will be unnecessary to go through it in de- 
tail. But on examination you will find that the 
only railways not controlled are the London Tube 
Railways and a number of isolated light railways 
throughout the country of no national importance, 
and they were allowed to run independently. 

57. Appendix 1? — Yes, on page 147. Ireland, of 
course, is shown separately at the end. 

58. Is that letter of Mr. Runciman the only basis 
upon which that great transaction took place? — Yes, 
that is the only basis. 

59. It is a little unfortunate we cannot see the 
private letter. It is not marked “ Private and Con- 
fidential;” it says “ Many thanks for your private 
letter.” — I think we could get that. I believe Sir 
Gilbert Claughton would have a copy. 



60. It looks as though this letter of Mr. Walter 
Runciman would be a very important one, and, if 
that is so, I feel we ought to have, so far as we can, 
the circumstances under which it arose. — Yes. 

61. Is there no copy of this letter at the Board of 
Trade? — So far as I remember, no. 

62. As far as your inquiries have led, there is 
none? — That is so. 

63. “ The best reply I can give you under the 
circumstances, is to tell you what was decided at this 
morning’s Cabinet.” Would it be possible to get that 
decision? — I may be wrong, but I do not know that 
Cabinet decisions were recorded in those days. I do 
not think so. 

64. I should have thought that on a question of a 
decision there would have been some minute written 
by someone — by Mr. Walter Runciman. — No doubt 
the Secretary could ask the Cabinet Secretariat 
whether there is such a record. But I believe there 
was no Cabinet Secretariat in those days. 

65. My recollection is that there were no formal 
Cabinet minutes before the present Coalition Govern- 
ment, and this was in the time of Mr. Asquith. 

66. But there is no harm in asking. 

67. I will ask about that. 

68. I do not know whether the “ duration of the 
war ” agreement is a long thing; it might have a 
bearing. — I question whether there was any agree- 
ment at all; there had been an understanding be- 
tween the men and the companies that there was 
to be a labour truce. In 1914 the railwaymen 
had Conciliation Boards; they had a programme 
ready for submission ; but owing to the outbreak 
of the war there was a truce called for the duration 
of the war as it was understood to be at that time. 
But the war went on, and the men did not observe 
the truce. I doubt if there is any document which 
might be called a “ duration of ilie war ” agree- 
ment; it might be more correctly called a duration 
of the war understanding. It will be noticed 
from the Appendix that tho Metropolitan-District 
Railway was taken possession of, but the Govern- 
ment have now no financial interest in the working 
of that line. That is to say, there has been financial 
decontrol; but it is still in the possession of the 
Minister; he could not divest himself of possession 
under the 1919 Act. 

69. Why was that done? — It was 'to relieve the 
Government of an obligation to pay, under the pool- 
ing agreement of 1915, a large sum of money to the 
District Company. 

70. Is that pooling agreement of 1915 an agree- 
ment which is amongst these? — No. 

71. Is it proposed to put it before us? — No, because 
it is an agreement which is dead. It has come to an 
end. 

72. But the District Company was subject to these 
agreements? — Yes. Then there was a further agree- 
ment which practically over-rode a good many of 
these. Some operated, and some did not. 

73. Do you mean to say that the Government have 
now concluded an arrangement with the Metropolitan- 
District that, whatever may be the upshot of the 
negotiations now going on with regard to the general 
agreements, the Metropolitan-District is outside 
that? — No, I do not say that; but I say we are no 
longer concerned with the present financial working 
of the Metropolitan-District. 

74. But, as in the past, the Metropolitan-District 
is included? — The accounts are not closed. 

75. Did I understand you to say that we are still 
in possession, without financial obligation? — Yes. 

76. Was that the only railway company where an 
agreement of an additional character was introduced, 
or have any other additional agreements been settled 
or run to an end before we appear on the scene of 
this inquiry? — No control has terminated in any 
other case. This is the only railway in regard to 
which financial liability has been brought to an end. 

77. Present financial liability? — Yes, current finan- 
cial liability. 
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78. But we have the past liabilities to consider? — 
Yes. They are very small, but what there are we 
have. 

79. Under a special agreement was there any settle- 
ment which would form a precedent in any way to 

ailect any decision to which we might arrive here? 

No. In fact, the big outstanding question with the 
District must be the replacement of stores, and it was 
specially arranged that the replacement of stores on 
merits was not disposed of but waited for the final 
settlement. The stocks of stores have been taken, so 
that we have our records at the beginning of posses- 
sion and our records at the end of the financial 
liability period. But no settlement has been arrived 
at with regard to that large liability and it has been 
specially reserved. 

80 So that if we make any definite recom- 
mendations there is no chance of this other settlement 
being imported as an argument for or against? — No. 

1. I want to put the same question almost but 
in another form. These agreements take us 

up to the 23rd January, 1919; the Ministry 
of transport Act is the 15th August, 1919. f 
want to ask you whether any settlements have been 
arrived at under the Ministry of Transport Act which, 
in your opinion, are likely to prejudice a consideration 
of these agreements?— Do you mean final settlements? 

82. Yes.— There have been no final settlements 
made at aJk There was the termination of the finan- 
cial liability with the District; the large item of re- 
placement of stores was deliberately left over and 
what I provided was that there should be no claim 
for wear and tear at all— that has run out; that 
cannot prejudice the Government’s position. 

83. On page 113 you will find some communication 
h-om the Ministry of Transport— I want to cover the 
point made in the previous question. 

Witness : That is the point to which I have just 
referred. 

84. Still it is important to be assured that 
nothing has. lately happened which would pre- 

_ judice our investigation. — I can give you that 
assurance absolutely. I will now refer to the 
documents which have been printed and circulated to 
the Committee and by which you will have seen that 
the various arrangements with the companies, 
affecting very large sums of money, are not contained 
m any one complete formal document. The first 
arrangement with regard to the compensation to be 
paid to the railway companies is set out in the recom- 
mendation from the Railway Executive Committee 
dated 6th August, 1914. That is on Document No. 2 

85. Will you explain to the Committee, before 
you go into that document, what body the 
Kailway Executive Committee was and whom 
they represented P-Yes, I will. The Railway Exe- 
cutive Committee was a Committee formed of the 

eneia Managers of some bwelve companies, with 
the President of the Board of Trade as chairman of 
ie Committee. It was a nominal chairmanship; the 
duties devolved almost entirely, I think, on Sir 
ieibert Walker, who was Acting Chairman of the 
Railway Executive Committee. 

86. Was h® a railiway manager?— Yes, he was 
General Manager of the London and South-Western 
Railway. This Committee really issued to the railway 
companies of the country the various instructions of 
the Government from time to time, either with regard 
to the movement of troops or even decisions under 
these various documents which you have before you. 

87. Without consultation with the Board of Trade? 
they would issue instructions on points of working 

without consultation with the .Board of Trade” 
decidedly ; but the instructions with regard to 
nnance were as a rule agreed with the Board of 
late, and the Committee of General Managers acted 
as the mouthpiece of the Board of Trade to the railway 
companies. 

n 88 A Alt ? 10ll g h there was naturally a conflict between 
the Board of Trade and the Managers ?— Yes, that is 
• o. x on have this very difficult situation to get 
in o your . minds and I am obliged to you 
or raising it now— the Executive Committee had a 

32410 



dual function; they were the mouthpiece of the Go- 
vernment, they were the advisers of the Government, 
and yet throughout the whole of these documents they 
ai e the body wno argued with the Government to 
protect the railway companies. 

-v 89 - Who was there to represent the nation in those 
discussions?— The Board of Trade and the Treasury. 
Sir William Marwood was the chief officer of the 
Board of Trade generally dealing with these matters. 

90. Did he sit with them regularly? — No, not with 
the Committee; he was not in regular close con- 
sultation in the sense of being a member of the Com- 
mittee. 

91. Did this Committee exist before the war? In 
the first document which is referred to it would appear 
that it was in existence then. — It did not exist before 
the war as an Executive Committee; but as a Com- 
mittee of advice to the Government on matters apper- 
taining to the nation’s interests. 

92. Not the same Committee? — No. There was a 
body which formed itself into this Executive Com- 
mittee. 

93. Was it ad hoc for the war? — Ad hoc for the 
war. It came into being as an Executive Committee 
when the railways were taken possession of. They 
had been in close negotiation with the Government 
lor several days before that — as soon as war became 
almost inevitable. 

94. This was a Committee which had been in exist- 
ence, %nd all that happened was that it was made 
executive? — It was reduced in numbers, too. The 
previous Committee had more members that the 
Executive Committee had when it came into being. 

95. At any rate, we are in this position, that this 
Executive Committee, even though it shed some mem- 
bers, was in fact constituted by members of a pre- 
existing Committee? — Yes. 

96. Who had been acting together in connection 
with the War Office? — That is so. 

97. And the purpose of that pre-existing Com- 
mittee, I take it,_ was probably to carry out working 

arrangements which the War Office might require ? 

Undoubtedly. Working arrangements, and various 
works of that kind. 

98. It had never been contemplated that it should 
have financial functions?— I do not think for one 
moment that had ever been contemplated. 

r 99. Who faced the Committee for the Board of 
Trade— how many officials from the Board of Trade 
were there ?— Generally Sir William Marwood; some- 
times Sir Llewellyn Smith. 

100. Just one official? — He would probably have his 
assistants. 

101. I should like to know actually who was there? 

— The one chief official. 

102. What other duties had he? — Large duties in 
connection with trade, and safety, and so on ; he had 
a Department before the war of from 30 to 50, and 
during the war carried on with reduced numbers. 

103. How many were present from the Board of 
trade? — It could not have been more than two or 
three; and not one of them had the advantage of 
having had technical experience of this class of work. 

104. These two or three — those were the sole 
duties?— No, I would not say that for one moment. 
But they were two or three giving attention to rail- 
way matters, j^et this agreement would be by no 
means their sole duty. 

105. I understand the position is that this Railway 
Executive Committee was in being at the time, of 
course, when these communications passed — that is 
clear and it was the channel from the Board of 
Trade to the railway companies for the financial 
decisions of the Government? — That is so. 

106. I see that the letter of the 6th August 1914 i s 
signed by Mr. H. A. Walker, Acting Chairman of the 
Railway Executive Committee — Document No. (2)? 

Yes, the document is.. from Sir Herbert Walker. 

10 Z: is eo - He was the Acting Chairman of 

the Railway Executive Committee ?— Yes 

lOffi But the letter of the 5th September, 1916 

Mr. Runciman’s letter? 

109. Is addressed to the Chairman of the Railway 
Companies Association? — Yes. 
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110. Can you explain the connection heteween the 
Railway Companies Association and the Executive 
Committee ?-> -The Railway Companies Association is, 
of course, an association of the larger companies, 
banded together for collective negotiation, or any- 
thing of that kind, and it consists of the chairmen of 
the various companies. We had arrived at a stage 
when the General Managers, either by instructions or 
otherwise, were declining to meet the Unions to 
discuss difficulties. 

111. I do not want to go into that point. — I am try- 
ing to bring you to it. Therefore it was no good 
opening up discussions with the General Managers; 
it was necessary for someone — formally if you like — 
to apply to the heads of all, that was the chairmen, 
and evidently discussions had taken place with the 
chairmen on this difficulty which had arisen, and in 
reply was this private letter from Sir Gilbert Claugh- 
ton, who for that year was chairman of the Railway 
Companies Association, and Mr. Runciman’s reply 
to him. 

112. I want to be clear on this point. It is rather 
curious. You had a very important financial decision 
which in the normal way you would have expected 
to go through the Railway Executive Committee, but 
apparently it does not go through them at all but 
it goes to someone who has no official connection at 
all with the matter, and, not only that, it is a private 
letter. — Yes. 

113. So that the Government appears to be bound 
in the first place by an .informal communication 
addressed to a person who has no official relationship 
under the provisions under which the railways are 
taken over? — I am afraid that is so. 

114. In a normal way you would have expected a 
letter of that kind to be addressed to the Chairman 
of the Railway Executive Committee and com- 
municated by him — were not the agreements made 
with the Railway Executive Committee? — Yes, cer- 
tainly — no, that is not so; communications passed 
through the Railway Executive Committee; but that 
is one of the weaknesses of the Railway Executive 
Committee, they had no power to bind a company, 
they had to get the consent of the individual com- 
panies, and you will find that crops up time and again 
as a point of difficulty. 

115. So that any communication to the Railway 
Executive Committee was not binding on the com- 
panies or the Government until it was confirmed by 
the individual companies? — That is so. 

116. So that this letter of Mr. Runciman never 
went through that course? — Yes. One can see now, 
and one cannot understand why such an important 
letter was not made the subject of an official file so 
that there could be no question that it was an 
official document. 

117. What is more important is that it does not go 
through the official channels? — That is so. But if 
there had been an official file it would have gone 
through the official channels. 

118. This is two years after the opening of the war? 
— Yes. 

119. Is the address given in the first of these letters 
— 35, Parliament Street — the address of the Railway 
Companies Association? — No. That is the address of 
the London and North Western Railway Company’s 
Westminster office which was earmarked and set aside 
as the home of the Executive Committee during the 
war. There the Committee met in the early days of 
the war from hour to hour and from day to day, and 
the handling of telephonic communications by private 
wires was focussed in that building. 

120. Was the Executive Committee designed to' be 
representative of all the companies? — Of the larger 
companies. 

121. What voice had the smaller companies? Had 
they anyone there to represent their point of view? 
— Not at all. 

122. You had no area representation? — No. There 
was one general manager who represented Scotland 
— the General Manager of the Caledonian Railway, 
but I think that was not because of the size of the 
railways but the distance from their bases. You could 



not take too many general managers such a long way 
from home. 

123. I quite agree that is generally the proportion 
Scotland gets ! But there was no area basis. — Scot- 
land can never complain of its representation. 

124.. Then these Railway Executive men had a 
difficult task. They had to represent the country 
and at the same time to represent the railways? — 
Yes. 

125. An extremely difficult post for any men to fill? 
— Yes. Probably an almost impossible post to fill 
satisfactorily for both sides. 

126. But still, they had that difficulty? — Yes. 

127. On page 13, No. 16 — “ General Managers Com- 
mittee ” — is that the same committee as the Railway 
Executive Committee? — Not quite. It might happen 
to be the same in members, but not the same 
constitution. 

128. It is not the Railway Executive Committee? — 
Not as the Executive Committee. It may be a com- 
mittee of these general managers. There is a com- 
mittee of general managers, called the Negotiating 
Committee, who take up negotiations with labour. 

129. But it is not the Executive Committee referred 
to in Document IP — No. 

130. So that up to this point we have at least three 
committees on the stage — the Railway Companies 
Association, the General Managers’ Committee, and 
the Railway Executive Committee? — That is so. 

131. Were there any others? — This General 
Managers’ Committee is in effect an executive com- 
mittee — probably a sub-committee of the Railway 
Executive Committee. I do not think there was any 
overlapping there. It was not a body of general 
managers not connected with the Executive Com- 
mittee; they -would all be members of the Executive 
Committee. 

132. It is very difficult to follow what all the bodies 
mean and what responsibility they had. 

133. Are you clear now? 

134. Yes. 

135. But it is clear that this Executive Committee 
was not nominated by the Board of Trade? — You are 
• asking me a question which -I could not answer 
definitely. I do not think it was nominated by the 
Board of Trade. 

136. Although the President of the Board of Trade 
was chairman? — Yes. I think Sir William Marwood 
would be the proper officer of whom to ask that ques- 
tion. I was not in the Board of Trade. 

137. Will you now proceed with your proof? — 
Yes. I think I mentioned that the Board of Trade 
letter of 8th August, 1914, accepts the recommen- 
dation of . the Committee with regard to the agree- 
ment; but the Executive Committee had no power to 
bind any individual company, and it was the duty of 
that Committee to obtain the assent of each company 
to the proposals. These consents were subsequently 
obtained, and the arrangements read as follows. 
Perhaps I had better read them, as they are most 
important : “To ascertain the compensation payable, 
the aggregate net receipts of all the railways taken 
over during the period for which they are taken over 
shall he compared with a similar aggregate for tlce 
corresponding period of the previous year. The ascer- 
tained deficiency shall be the amount of the compensa- 
tion due. Provided that if the aggregate net receipts 
for the first half of the year 1914 are less than the 
aggregate net receipts for the first half of the year 
1913, the ascertained deficiency shall be reduced in 
the like proportion.” 

138. Will you explain that in your own lan- 

guage? — Yes, I will. At that time there was a prac 
tical pooling of traffic receipts 

139. In 1914? — Yes, as compared with 1913. There 
were no accounts available for the first half of 1914 
at the time when this arrangement was entered into ; 
the Government did not wish to be guaranteeing the 
railways on their Deak year — 1913— so they made 
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this proviso that there should be some reduction if 
the traffic receipts of 1914 showed a drop. I think 
the first paragraph still further- reinforces the view 
that it was for a short period, because you speak 
of “ the corresponding period ” of a year — you do 
not contemplate a full year in the clause. As I will 
explain later, the whole of that proviso went by the 
board at a later stage of the negotiations and only 
applied up to the 31st December, 1914; it was never 
applied after that date; so that in effect the com- 
panies did get their net receipts for the peak year, 
1913. 

140. You will come on to that later? — Yes. 

141. Before you leave that, could you tell us 

whether those words “ the aggregate net receipts ” 
are words which would be definitely understood by 
the people to whom they were addressed as 
relating to the railway accounts that had to 
be prepared under the 1911 statute, which 

show gross receipts and certain deductions and 
aggregate net receipts? — I will deal with that in a 
few. minutes with a pro forma statement. It was 
obvious they were not understood, because they had 
to be defined. Then I come to the concluding three 
lines of this recommendation, which are very impor- 
tant : ‘‘Any question as to the amount of the 

deficiency shall, in default of agreement , be deter- 
mined by the Hallway and Canal Commission.” 
There you have the setting up of a second tribunal 
which shall deal with this particular phase of the 
taking of possession. In the Act of 1871 it was pro- 
vided that, in eases of difference, questions of dis- 
pute. “ may be settled by arbitration in manner 
provided by 1 The Lands Clauses Consolidation Act, 
1345. ” In this procedure each party would have 
appointed an arbitrator, with an umpire appointed 
by the two arbitrators, or, in default, by the Board 
of Trade. The agreement departed from this pro- 
cedure and left to the Railway and Canal Com- 
mission the decision on any questions arising out of 
the compensation agreement referred to. When the 
Ministry of Transport Bill was under discussion it 
was quite obvious that the companies had in mind 
the possibility of certain claims arising out of the 
possession by the Government of the railways which 
would not be covered by the agreement as to the 
deficiency of net receipts. 

142. But this agreement was supposed to cover the 
full compensation ? — That, I should imagine, was the 
intention. 

143. What other could it be. Can you suggest 
any ?— I cannot suggest any other ; but later you will 
see different views prevailed as time went on; but I 
think at the time when that agreement was made 
both sides would think that was a complete covering 
agreement, or else they would have made provision 
for something else. 

144. By “ complete covering agreement ” meaning 
covering everything?— Yes, I think so. But we shall 
see that intention was soon departed from. 

145. But it is pertinent to the point that all the 
subsequent, negotiations were for the purpose of inter- 
preting this clause? — I am afraid they go further 
than that. 

146. As contemplated then, at any rate?- — Yes. 

147. And that the reference to the Railway and 
Canal Commission does amount therefore to contract- 
ing out?— Yes, that is so. But when we came to 
discuss the Ministry of Transport Bill it was quite 
clear they had other claims in mind. We should have 
bad this situation : There would be claims under 
the agreement which I have just read, which in the 
event of dispute would have to be settled by the 
Railway and Canal Commission, and other claims 
ror which no special provision had been made, and 
these would fall to be determined under the Regula- 
tion of the Forces Act, 1871. Therefore, the Lands 
Clauses Consolidation Act of 1845 would apply. 
There was a further possibility of claims in respect 
of directions which might be given to the companies 
under the powers of the Ministry of Transport Act. 
Section 8 of that Act covered all possible claims which 
might arise in respect of the Government’s posses- 
sion of the railways, and provided that the whole 
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of these claims should be determined by the Railway 
and Canal Commission, thus obviating what was very 
undesirable — namely, the possibility of different tri- 
bunals dealing with claims which might conceivably 
have seriously overlapped. 

148. But does that amount to this, that the Minis- 
try of Transport Act practically admits that there 
are claims outside this original agreement? — I would 
not like to put it as high as that; but if there are 
claims it provides how they shall be disposed of. 

149. When you say, “ if there are claims,” do you 
remember the wording of the Act on that point? — 
I think it is clear. It is Section 8. 

150. I have it here; shall I read the Section, 

it says, “ Where at the end of the period of 
“ possession by the Government of any under- 
“ taking or of any part or plant of an under- 
“ taking the value of the undertaking on a revenue- 
“ earning basis has been reduced or enhanced as 
“ compared with the value at the commencement of 
“ such period, or where during that period the in- 
“ come thereof has been reduced or enhanced, after 
“ taking into account in either case — (a) any capital 
“ expenditure by the owners of the undertaking on 
“ any works brought into use in the interval; and 
“ (b) the natural growth of traffic on the under- 
“ taking, then , if and so far as such reduction o? 
“ enhancement is due to the exercise by the Minister 
“ during that period upon the undertaking in ques 
“ Hon of the powers under section three of this Act 
“ ■ ■ ■ ” So that it is confined to the direction 

of the Minister. 

151. Except in so far as the period during which 
the Minister is acting is also the same period which 
these agreements are covering, and you have the 
difficulty of disentangling the effect of these agree- 
ments from the action of the Minister of Transport. 

152. I take it that Section 8 covers only directions 
by the Minister 

Witness: I think more than that, Sir. There is 
a later Section to which I can refer you. I think 
you must look at sub-section (5) of Section 8. 
“ Any claim by a railway company against the 
“ Government for compensation in respect of the 
“ exercise by the Board of Trade of any powers 
“ over or in respect of the undertaking in pursuance 
“ of section sixteen of the Regulation of the 
“ Forces Act, 1871, or with the consent of the rail- 
“ viay company, or otherwise, may be determined 
“ by the Railway and Canal Commission in like 
“ manner as if it were a claim arising under this 
“ section, and the Minister was the person liable to 
“ satisfy the claim.” They really bring the whole 
thing under one arbitrator. You will observe, Sir, 
that the agreement provides for the aggregate net 
receipts of all the railways. That is in effect the 
formation of a general pool of railway revenue. It 
did not leave it open for any company which carried 
traffic during control in excess of 1913 traffic to re- 
tain the surplus whilst leaving the Government re- 
sponsible for making up a deficiency on other rail- 
ways. This provision was a vital one if the Govern- 
ment had to make the fullest possible use of the 
railways without regard to the revenue of in- 
dividual companies. In fact, with the cessation of 
ascertaining the receipts due to individual com- 
panies, any other settlement would have been in- - 
capable of application. I might interpose there that 
immediately the possession was taken the division ol 
receipts between companies ceased ; they were pul 
into a common pot and the companies merely 
accounted for the cash they took over the counter ; 
it went into a pool, and the Government took it, 
and if there was any deficit they made up the de- 
ficiency to the guarantee. 

153. And no kind of account kept against the 
Government? — In whav way? 

154. Of the traffic taken on behalf of the Govern- 
ment? — The traffic was not accounted for, but it was 
very carefully recorded on specimen periods, and I 
can give you a very good estimate. 

155. But no money? — No'. 

156. . That always excludes the lines which re- 
mained outside? — Yes; I am speaking only of the 
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railways that did not remain outside. The receipts 
of the lines which remained outside 

157. At this enquiry we have nothing to do with 
the lines which remained outside P — No. 

158. You will define “ receipts ” later? — I am 
coming to that in a few minutes. This arrangement 
was accepted by all the railway companies and was 
made public in a notice issued by the Board of Trade 
on the 15th September, 1914. This notice also 
stated, “ The compensation to be paid under this 
arrangement will cover all special services, such as 
those in connexion with military and naval transport, 
rendered to the Government by the railway companies 
concerned, and it will, therefore, be unnecessary to 
make any payments in respect of such transport on 
the railways taken over.” This settlement proved, 
after a very short time, to be too indefinite for the 
purposes of the agreement. The net receipts of the 
railway companies .are shown in Account No. 8 of 
the Railway Companies (Accounts and Returns) Act, 
1911, pro forma of which I have prepared for the 
Committee so that they may have it clearly before 
them.* The point the Government had to consider 
was whether they should guarantee the total of this 
amount, or whether certain items of the account not 
directly connected with the operation of the under- 
takings should be omitted. Tou will see that the 
account deals with the following — I will just run 
down them; first of all, it deals with the railway 
gross receipts, expenditure (revenue) and net re- 
ceipts. The next item deals with omnibuses and 
other passenger vehicles not running on the railways 
— charabancs, lorries, and so on. The next item, 
steamboats; the next, canals; then docks, harbours 
and wharves; then, hotels, and refreshment rooms 
and cars where catering is carried on by the com- 
pany; and then other separate businesses carried on 
by the company — it is a very small item. I think, 
probably, a limestone quarry is the best illustration 
of that. The remaining items are quite different — 
rents from houses and lands ; rents from hotels ; 
other rents, including lump-sum tolls; interest and 
dividends from investments in other companies ; 
transfer fees; general interest, .and special items. 
“ General interest ” is an item which 1 would par- 
ticularly ask you to underline, as we shall have a 
good deal to say about that in the course of this 
enquiry. Now, after exchange of letters and con- 
ferences, it was agreed, with Treasury approval {see 
Board of Trade letter to the Railway Executive Com- 
mittee, dated 12th October, 1914 ; Document No. (11) 
on page 10), that net receipts for the purposes of the 
agreement should be those above the line in this 
account — that is to say, the net revenue receipts of 
the undertaking in respect of working of railways, 
omnibuses, steamboats, canals, docks, harbours and 
wharves, hotels, refreshment rooms, dining-cars, and 
other separate businesses, would be guaranteed by 
the Government; but items, included under the 
heading of “ Miscellaneous Receipts,” were excluded 
from the operation of the guarantee. 

„ 159. The method of ascertaining the net receipts 
was not uniform in all the companies, nor was there 
any inquiry made to bring them into uniformity? — 
That is so. 

160. So that each company might have an entirely 
different practice? — Yes, in certain cases. In fact, 
I could give you one example. The rent spaces 
in goods warehouses — that is, in an ordinary 
transit goods shed — are dealt with by some com- 
panies as a traffic receipt, they would be above 
the line then; other companies treat them as rents, 
and they would be below the line. But we have many 
difficulties in the interpretation even now of whether 
a net receipt is above the line or below the line; and 
I shall give the Committee later, if you have the 
patience to hear me, a few cases of that kind. 

161. Is that one of the differences between the 

Ministry and the railway companies? — Yes. In 

some cases it was thought at the time that the ex- 

* Vide Appendix II. 



eluding of items below the line would be an advantage 
to the Government, as it was felt that certain items, 
especially General Interest, would tend to decline, 
having regard to the fact that the Government 
guarantee would not be paid currently, but at the 
end of the period of control. 

162. Where is there tiny evidence of that? — I think 
you will find that. 

163. I agree that at an early date they come and 
ask for a monthly payment, but it is a very early 
date; it is before the agreement got into working. 
1 think.- — Page 8, Document (7), letter from the 
Board of Trade to the Treasury. 

164. Yes, that is the document. That is already 
the 11th September, 1914, when they are still dis- 
cussing the effect of the agreement as to what net 
receipts are, and so on. — On the 21st August you get 
that point too — Document No. (6); this is from the 
Board of Trade to the Treasury, signed by Sir William 
Marwood, “ . . . and I am to state for the infor- 
mation of the Lords Commissioners of His Majesty’s 
Treasury that that Agreement contained no pro- 
vision with regard to any payments being made 
on account to the companies prior to the termination 
of the period during which possession is taken of the 
lines by the Government.” 

165. And the matter was apparently under dis- 
cussion prior to that date, as I assume that the 
letter refers to something — either discussion or a 
previous letter? — Yes, that is so. Subsequent 
arrangements have, however, altered the position, so 
that the first impression has turned out to have been 
an erroneous one. I think I might mention here, in 
passing, that the documents throughout make no 
reference to dividends; it is concerned only with net 
receipts. The disposal of these net receipts was 
always entirely in the discretion of the company, 
and the Government did not interfere with that 
in any shape or form. I come now to what I con- 
sider to be the first step to improve the position of 
the companies. We have the general agreement laid 
down and the interpretation of it which, as it turned 
out, has been to their advantage. That is when the 
Government agreed to monthly payments on account 
of compensation, and it was the fact that the Govern- 
ment agreed to make monthly payments which induced 
the railway companies to accept this limited definition 
of net recepits. At once it was going to improve their 
position with regard to general interest, and there 
can be no objection to accepting the limited definition 
of net receipts rather than a guarantee of the whole 
account. The negotiations at this stage — {see letters 
from the Board of Trade dated 21st August, 1914, 
and 26th January, 1915; Document (6), page 7, and 
Document (14), page 12) — emphasised in a very 
marked manner the impression which prevailed at 
that time that the arrangements for taking possession 
of the railways under a weekly warrant would be for 
a comparatively short period. Obviously the com- 
panies would not have entered into any arrangement 
for payment of compensation at the end of control if 
it had been thought to cover an extended period. Up 
to this point the arrangements had dealt only with 
net receipts, but in the business of a railway com- 
pany which has wide ramifications many other con- 
siderations had to be kept in mind, especially with 
regard to the compilation of the accounts of the 
companies, although these were generally provided for 
under the Railway Companies (Accounts and Re- 
turns) Act, 1911. From the commencement of the 
war the Government had consulted Mr. Gurney 
Fowler, of Messrs. Price, Waterhouse & Co., and Sir 
William Plender, of Messrs. Delo.itte, Plender, 
Griffiths & Co., who had acted in an honorary 
capacity. A code of instructions to the companies 
was drawn up after consultation with Mr. Gurney 
Fowler, and the Treasury, by letter, approved the 
code, which was issued in March, 1915, and this 
code stipulated that certificates should be furnished 
with the annual accounts of the railway companies 
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over the signature of the Chief Accountant and 
Auditor, or a professional Accountant possessing re- 
cognised qualifications, somewhat on these line: — 

We have examined the Accounts attached and com- 
pared them with the boohs and vouchers of the Com- 
pany. We certify that they are correct and that they 
have been prepared strictly in accordance with the 
Memorandum of Instructions dated March, 1915, 
issued by the Railway Executive Committee with the 
approval of His Majesty’s Government.” 

166. Have we that amongst these papers? — Page 
28, I think it is, Document (39) ; the certificate is on 
page 31. This is what we call the Blue Book. I 
think even at this stage we shall have to refer to them 
by the various colours; the books were all coloured 
at various times, and in the first page of yours you 
will find the reference to those various colours. It is 
now necessary to refer back to the terms of the 
original agreement with the railway companies, which 
contained a proviso — which I have referred to once 
already — “ that if the aggregate net receipts for the 
first half of the year 1914 are less than the aggregate 
net receipts of the first half of the year 1913, the 
ascertained deficiency shall be reduced in the like pro- 
portion.” You remember that I explained that in my 
own words a few minutes ago. This proviso was in- 
troduced into the agreement because, although the 
accounts of the companies for the first half of 1914 
were not available on the date when possession was 
taken, the published weekly traffic returns of the 
companies had shown that, as compared with the 
previous year, there was a decline in traffic up to that 
point. The proviso had always been objected to by 
the companies, and after a few' months had elapsed 
it became clear that the short period of control w'hich 
had been anticipated in August, 1914, would not be 
realised. The objection of the railway companies was 
not based entirely on the fact that the first half of 
1914 was not so good as the corresponding period of 
1913, but the formula as drawn was going to be 
exceedingly difficult, if not impossible, of application 
over an extended period of control ; because for one 
reason no charges were made in respect of men and 
material moved on behalf of the Government. There 
was a large extension of free carriage and other ser- 
vices far beyond the original intention. So that after 
the first year you could not have made the comparison 
to apply your 1914 figure properly, therefore you 
had to fall back on 1913. Towards the end of 1914, 
w'hen the cost of living had advanced, dissatisfaction 
amongst the men was being experienced, and it was 
necessary, as from the 15th February, 1915, to give 
a war bonus to the conciliation grades of ruilwaymen. 
This war bonus was at the rate of 3s. per week to men 
receiving less than 30s. per w r eek, and 2s. per week 
to men receiving 30s. or more per w'eek. 

167. Witness : You will remember that we were 
discussing the question of the proviso which was 
attached to the first agreement with regard to net 
receipts ; that is the proviso for reducing the net 
receipts of 1913 proportionate to any reduction ascer- 
tained in 1914, and I w'as beginning to explain that 
that proviso had always been objected to by the 
railway companies, and after a few months had 
elapsed it was quite clear that the short period 
which was anticipated would not be realised. They 
based their objection not only on the reduction in 
the receipts but the difficulties in ascertaining them. 
Then I went on to speak of war bonus, which was 
then under consideration. It was decided in the end 
of 1914 that, provided the railway companies bore 
out of their non-controlled funds 25 per cent, of 
this war bonus, the Government would waive the 
proviso referred to ; therefore, the proviso only 
applied up to the end of December, 1914. At that 
time the two considerations practically balanced. 
The proviso was worth about £450,000 a year; the 
contribution to war bonus was a somewhat similar 
amount. In some of the correspondence you may find 
different figures quoted, but there must be an error 



there, because in effect — I have ascertained it from 
very close examination — at that time it was a fair 
bargain as between the two parties. 

168. It is given as nearly £500,000. — That is so, 
but it was really a fair bargain between the parties 
at that time. 

As from that date, the guarantee to the railways 
was the 1913 net receipts (the highest year that 
railways had ever known), but the railway companies 
had to bear out of their funds 25 per cent, of 
Die first war bonus, averaging probably 7-ld. per 
man per week. Later in the same year the war 
bonus was increased to 5 s. all round, irrespective of 
wages, and it was then agreed that the liabilities 
of the companies might be assumed to be equal to 
12J per cent, of the .war bonus. At a later stage 
when the war bonus was increased to 10s. per week 
the liability of the non-controlled funds of the com- 
panies was reduced to 6j per cent. ; so, first of all, 
vve had the war bonus with 25 per cent, borne by 
die companies, then we had a 5s. a week war bonus 
with 12J per cent, borne by the companies. 

169. How is that dealt with as regards the figures 
that you had guaranteed in 1913 ; how were those 
figures affected? — Those are borne out of the funds 
of the companies which are non-controlled funds — 
below-the-line revenue, receipts which the Govern- 
ment were not party to at all. At this stage there 
was a 10s. war bonus with 6j per cent, borne by 
the companies, still roughly about the same amount 
per man per week, but on the 31st May, 1917, the 
Executive Committee issued a circular No. 984, which 
I think is on page 19, document No. 27, to the 
railway companies, saying that it had been decided 
that as from the 1st January, 1917, the proportion 
of the war bonus to be borne by the companies 
should be commuted on the basis of the amount 
charged in respect of the year 1916, that is, they 
stabilised the war bonus in quantum. 

170. It is to be repeated each year? — It is to be 
repeated each year, and no more. A copy of this 
circular was sent to the Board of Trade in order that 
the Treasury might be notified of its contents ; but 
I cannot find anywhere that any previous approval 
was sought or obtained to that decision. 

171. This is not a decision of the Government; 
this is a decision of the Railway Executive? — The 
Railway Executive Committee. They said : ‘We have 
had to change the percentage under the increase of 
war bonus time after time. We now say, in future, 
whatever the war bonus may be, whether 10s. or £10, 
we stabilise our contribution towards it at the 
quantum that we bore in 1916.’ There is no doubt 
that saved a considerable amount of detailed 
accounting. 1 do not suggest for one moment that 
at the time when the circular was issued the com- 
panies had any ulterior motive in mind, but the 
effect of this commutation has been a somewhat 
serious one. It has resulted in the Government 
having to bear the whole of the war bonus in respect 
of the increased number of men necessitated by the 
shorter working day. The eighFhour day was not 
thought of at the time, but it is another illustration 
of what I might term the adverse effect on the 
Government of emergency arrangements having to 
be applied for a longer period and in circum- 
stances which could not possibly have been borne in 
mind when these arrangements were made. The 
introduction of the eight hour day, now that full 
experience has been obtained, has been shown to have 
involved an increase in the conciliation grades of the 
railwaymen of no less than 23 per cent. . 

172. What does that mean in cash? — I suppose 
the companies would be bearing £450,000 and 23 per 
cent, additional is £100,000 a year. But here again 
is an illustration of the use of a phrase of which 
there is no clear definition at the time, and the diffi- 
culty of negotiating with a committee who could 
not bind all the companies they represent. Concilia- 
tion grades are defined by an agreement between the 
Board of Trade and the Executive Committee, that 
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is to say, the Committee furnish to the Board of 
Trade a list of grades; that is the way it was done. 
But the Scottish companies are still disputing that 
definition, and we are in the year 1920. 

173. Did you say conciliation grades? — Grades, 
yes 

174. "Where does that phrase occur? — The war bonus 
applies to certain grades. 

175. “The conciliation scheme”? — It is men 
affected by the scheme; they are well known as con- 
ciliation grades of men. The war bonus only applied 
to those men. It is document No. 17, page 15. 

176. “ Other classes of railway employees ” ; is that 

what you mean? I do not see the expression “ con- 
ciliation grades.” — “ Men in the conciliation 

scheme ” is probably the correct way of expressing 
“ conciliation grades.” 

177. The reason I was asking was simply because 
you said there was a contest as to the meaning of the 
phrase now? — Either as to the meaning of that 
phrase, or as to the classes of men included within 
the scheme. 

178. What really is at stake is No. 2 in document 
No. 17? — No, it is the expression “ men in the con- 
ciliation schem.e ”; it is in No. 1. 

179. I see, but I do not see the expression “ con- 
ciliation grades ” — If you read for “ conciliation 
grades ” “ Men in the conciliation scheme ” that is 
what is meant. “ Conciliation grades ” is a short 
way of expressing “ men in the conciliation scheme.” 

180. And the grades are defined in the agreement 
of February 13th? — They are defined as between the 
Board of Trade and the Executive Committee but 
not binding on any particular company. 

18! . The matter of the contest with the Scottish 
companies is something outside these documents which 
we have got before us now? — No. It is as to the 
definition of the men to be included in the concilia- 
tion scheme. 

182. As defined by the agreement signed on the 
13th February, 1915? — That is so. 

183. Have we that agreement? — I do not think you 
have. I think I could probably answer your point 
quite shortly about the conciliation grades. The 
Scottish companies had a conciliation scheme in opera- 
tion for a number of years which included certain 
grades The number of grades included in the 
scheme, so far as English railways are concerned, 
was a wider list altogether ; it included more men. 
Naturally it is to the interest of the Scottish com- 
panies to limit their list ; it limits their contribution 
because it is provided that for all other men the full 
war bonus is borne by the Government. All the men 
got the war bonus. It is a question in respect of how 
many men shall the companies bear this limited 
proportion. 

184. Exactly. My point is, the English scheme, 
apparently, was defined by the agreement signed on 
the 13th February, 1915? — That is so. 

185. Was the Scottish scheme not included in that? 
— No. 

186. So that there is a document other than the 
agreement of the 13th February,- 1915? — There is a 
list of grades included in the scheme — in what form 
of document I do not know ; I have never seen it. 

187. The quarrel arises over that? — Yes, quite. 

188. I am merely trying to see whether we have all 

the material before us for judging of that question? 

Yes. I do not know that the actual judgment of the 
question was one that I went into. It is just showing 
the difficulties that have been inherent in the whole 
of these arrangements of dealing with a Committee 
.rho have no power to bind anyone. You have two 
sides to a negotiation; the party on this side is able 
to say : “ Yes, I will do so and so ” ; the party on the 
other side can only say: “ Yes, we think that is right; 
we will communicate with our clients.” You do not 
get to definity, and the mutual bargain that you have 
got if you have two people who can bind everyone 
concerned. That will be more fully brought out in 
one or two instances I have later on in my proof ; 



that is really why I mentioned' this case. In money 
I do not think it is a very large amount, but in 
principle I think it is very great. 

189. Broadly, would you say that conciliation 
schemes applied to the N.U.R. men? The clerical 
staffs, and other people, are outside, are they not ? 
— It applies to more than the N.U.R. men; there 
are the locomotive men too. 

190. I am thinking of the locomotive men as being 
included? — It is operating men, and locomotive men; 
it does not apply to shopmen or skedlnen who have 
their own unions. 

191. That is what I understood, that the men on 
the conciliation scheme are’ ma'inly the two classes 
which you have just described? — That is so, broadly. 
I now come to the question of lines that were leased, 
or worked, by other companies. We have the main 
lines of the company who own and operate their own 
railways ; then there is a series of smaller railways 
in the country worked by a parent line, either under 
lease or on percentage terms, or under varying condi- 
tions, but coming into that category. These railways 
were also taken possession of on the 4th August, 1914, 
but there does not appear to have been any definite 
formal acceptance of the arrangements by these com- 
panies, although in practice they have accepted 
throughout the whole period the amounts they re- 
ceived in 1913 under their respective agreements, and 
I think may now be considered as having assented 
to the arrangements. There is, however, one im- 
portant exception to this rule. One line which was 
constructed by an independent company, and worked 
by a main line company, declined to accept the 1913 
amount of revenue. We had the bargain made by 
the big companies. All the companies owning and 
working lines accepted, but this small company was 
in a position to say: “ No, I shall not accept your 
bargain,” and furthermore does decline to accept pay- 
ments on the basis of 4 per cent, interest on the 
additional portions of the line as completed. I will 
deal with the whole matter of interest on capital at 
a later stage, but it claimed to have receipts on 
traffic divided in accordance with its agreement with 
the principal company. The matter is still one for 
investigation, but having regard to the recent in- 
creases in railway rates, fares, and charges (increases 
which the Committee will remember were imposed 
with the object of meeting increased working expenses, 
and not with the object of providing increased divi- 
dends for the shareholders) the position of this line 
will be an unduly favourable one if the contention 
of the company were ever admitted. It is further 
complicated by the fact tha't the working company, 
which is a controlled company, is largely interested in 
the capital of the worked line. 

192. Were they allowed to increase their fares? — 
They were directed to increase their fares and charges ; 
they are a controlled line. It is a line of which the 
Ministry is in possession. 

193. Did they get the bonus from' the Government? 
When the men got the extra money who paid the 

money, the subsidiary line or the Government? 

Which extra money are you referring to? 

194. The bonus. — I am afraid this is not on the 
war bonus at all. 

195. No, but I am just asking for information. 
They refused to make any arrangement? — So far as 
I know they would not come into that. This is a 
worked line. It is the working company which 
would pay the men’s wages, and certainly they would 
come in. I shall deal with a number of cases, which 
I think will probably be interesting, and no doubt 
illustrative of various points of difficulty, at a later 
stage when we come to the details, but I will just 
refer very briefly now to the Irish railways. 
Financial control of these railways did not com- 
mence until the 1st January, 1917. So far 
as deficiency of net receipts is concerned the Irish 
agreement was modelled entirely on the British 
agreement as it then stood, but an arrangement as 
to leased or worked lines was specifically provided, 
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and the Government undertook in the agreement to 
obtain statutory confirmation of this provision if 
necessary. The Irish agreement is more clearly 
defined; it has one or two safeguards not applicable 
to Great Britain, but in this case, as in the case of 
Great Britain, there is no formal document signed 
and sealed by the parties. It is contained in a book 
which is printed and has the appearance of formality 
and regularity, but, in point of fact, it is not attested 
to by anyone on either side. 

196. That is this document? (Indicating.) — ¥es. 
In respect of certain leased or worked lines in Ireland, 
guarantees have been given by the various local rating 
authorities, but in the absence of evidence of actual 
receipts and deficiencies these authorities refused to 
pay certain amounts claimed from them under- these 
guarantees, and in the absence of statutory confirma- 
tion of the agreement a Government claim, amounting 
to some £7,000 or £8,000, had to be abandoned. These 
sections of the agreement were, however, as Members 
will remember, ratified as regards the future by the 
Irish Railways Agreement Confirmation Act, 1919, 
passed in the autumn session of last year. I will deal 
with the details at a later stage, but I should like 
to refer now to the main heads. 

197. Might I just ask at this point, what is the 
date of this unsigned document? — It is probably 
undated. 

198. It is 1917 on the outside, which is the nearest 

we can get It commenced to operate from the 1st 

January, 1917; whether it was completed in January 
or August of that year I know not. 

199. Is there no means of knowing? My point is, 
apart from the exceptional points applicable only 
to Ireland, this would be evidence, would it not, of 
what at that time was considered, at any rate on 
the part of the Government, to be the effect of all 
the various negotiations that had gone on before? — 
Undoubtedly. 

200. So that the ascertainment of the date a little 
nearer than the total year would be useful possibly? 
— I will endeavour to find that out 

201. There must be a record in some Minutes, must 
there not? — July or August, 1917, is the date given 
to me by my Accountant. He refers me to a letter 
which you have in the roneoed correspondence, not 
the print — letter 14, page 15, dated 8th August, 1917. 

202. It shows that the proofs were then under 
consideration? — Yes; this is the final acceptance, I 
understand. 

203. They “ will not 'press for the inclusion of the 
new clause on page 5 of the amended draft.” It is 
still an amended draft? — It was agreed, with the one 
exception, at that time. 

204. It was about the middle of 1917 then? — That 
is so. 

The main heads of the agreement can be put 
under three, although one requires to be sub-divided. 
First of all, there is the original agreement as to the 
deficiency of net receipts ; there are agreements as to 
arrears of maintenance (Abstracts A. and B.); interest 
on new capital expenditure; compensation for loss of 
ships, and other questions which arose out of the 
change in circumstances not covered by the original 
formula, which demanded current solution. Then 
there is the question of deferred liabilities, such as 
replacement of stores, claims for abnormal wear and 
tear, and. arrears of maintenance other than Abstracts 
A. and B. 

205. This is all on the Irish railways? — No, 1 have 
finished with Irish railways ; this is applicable to both 
Great Britain and Ireland. I only just interposed 
about Ireland so that you would get into mind the 
different date and the rather different circumstances 
under which the agreement was framed. With regard 
to the net receipts I have dealt with that generally, 
and explained how we had to fall back on the year 
1913, and waive the proviso which was at that time 
of advantage to the Government. 

Then I come to the question of arrears of main- 
tenance. When the original agreement was made 



in August, 1914, no one foresaw the long war with its 
consequential disturbance of the ordinary routine of 
working and maintaining an undertaking like a rail- 
way, but very soon after control the companies 
realised that they would not be able, during the war, 
to obtain labour and. materials to maintain their 
systems up to the pre-war standard of maintenance, 
and the Railway Executive Committee j'-ointed out in 
a letter dated 27th October, 1914 (that is document 
No. 41 at page 36), that they had undertaken to con- 
struct stretchers and general service wagons on behalf 
of the Government; that as this would postpone the 
usual renewals and repair work, and would occupy some 
months — I would like you to stress the words there 
“ some months ” because it is important — or even 
extend as long as the Government control of the 
railways continued, they wished to make it clear that 
the railway companies would sooner or later have to 
include in their claims against the Government a 
sum to cover the cost of the work thus deferred and 
which will have to be overtaken. The Treasury agreed 
in principle that if in the special circumstances 
obtaining during the period of control a railway com- 
pany had to postpone works on maintenance, that is 
the repairs and renewals of its works and plant 
(which in ordinary course would have been executed 
within the period and their cost charged as working 
expenses), the cost of such works, when they came to 
be executed, is a fair charge against the Government. 

206. What document is that? — Documents Nos. 35 
and 37 at pages 26 and 27 of the print. It is impor- 
tant to notice here, I think that deferred main- 
tenance, which has now assumed enormous propor- 
tions, as I will show you later in figures, arose in the 
first instance from the fact that the railway companies 
were constructing stretchers and general service 
wagons for the Government and nothing more. That 
was the first item which brought this question to the 
front. It ultimately extended to cover increased 
costs of other deferred maintenance due to the War, 
over which the Government possession had no effect 
whatever. First of all, deferred maintenance was to 
place the companies in as good a position with regard 
to maintaining their line as they would have been in 
if they had not built these stretchers or these general 
service wagons, but in time it covered everything, 
whether the arrears of maintenance was due to work 
carried out for the Government or whether it was due 
to absolute shortage of materials and men, by which 
in no circumstances could they have carried out 
their full maintenance. 

207. Has there been any arrangement with any 
other organisation that the Government had similar 
to that? — I know of no single instance. 

208. No single-vone? — I am not familiar with the 
arrangements for coal mines ; I can only say I do not 
know of one. Canals were treated in the same way, 
but nothing else. 

209. No great industrial concerns, of which the 
Government took control? — Certainly not so far as 
I know. 

210. Canals were dealt with in the same way as 
railways? — Broadly speaking, yes, but that is at an 
end. 

211. What about docks? — Privately owned docks 
have not been controlled. The Minister, under powers 
of the Ministry of Transport Act, 1919, took technical 
possession of one or two dock undertakings, the prin- 
cipal of which was London, but that was to enable 
them to impose rates and charges to meet the increase 
of wages under the Lord Shaw award, and not for the 
purposes of control, as we understand it. No financial 
obligation whatever is taken by the Ministry in con- 
nection with any dock undertaking. 

212. Were they allowed to increase their charges 
during the War? — The docks increased their charges 
during the War under regulations ^issued under the 
Defence of the Realm Act. This was later; the De- 
fence of the Realm Act would not be any use and 
costs still continued to increase. 

213. No other public service has been in the same 
position as railways? — Not as far as I know. 

214. There is no analogy in regard to tramways? — 
But tramways were not controlled, and they had to 
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stand the whole cost of maintenance themselves out 
of their own resources; they had no Government as- 
sistance in any shape or form. 

215. You have not heard of private tramways 
operating under a municipality who have had this 
question up? — I have not heard of that at all. I 
think they have a'll had to shoulder their own 
burdens. 

216. Was there not some provision under the Muni- 
tions of War Act as to controlled establishments about 
deferred maintenance. I do not believe they ever 
became operative, but it was contemplated at the 
termination of control that there should be a certain 
allowance. 

217. There were considerable allowances in respect 
of deferred repairs in settling excess profits duty, if 
I remember rightly, with firms. 

218. And it also arises in a coal mine — deferred 
developments under the coal control. I do not know 
whether it has increased in any way, but these ques- 
tions did arise in a certain form. 

219. Would the Board of Inland Revenue be able 
to throw any light on this subject in connection with 
repairs to private works? 

220. The Secretary has taken a minute of this, 
because it has a very important bearing on our 
own matter, and that he will follow through. 

221. Witness : In May, 1915, the Railway Execu- 
tive submitted a memorandum, which you will find 
at Document No. 42, page 36; I think it was to the 
War Office, but I am not quite sure as to whom the 
memorandum was sent. That was on the financial 
considerations arising out of the manufacture by 
railway companies of munitions of war, and at the 
same time a claim was put forward that companies 
should be paid for increased wear and tear due to 
heavy munitions and military traffic. The financial 
questions raised in this memorandum with the War 
Office were so closely connected with the general 
agreements between the companies and the Govern- 
ment that it was decided by the Government that the 
negotiations should be taken over by the Board of 
Trade, and a meeting was held on the 18th June, 
1915 (I think you will find that at Document No. 43, 
at page 39), at which arrears of maintenance for the 
first time were discussed in detail, but the discussion 
was confined to rolling-stock. 

222. Before you pass from Document No. 42, I 
think it might be well to draw the attention of the 
Committee to the fact that at the top of page 39 the 
“ stitch in time ” claim first arose. It is at the end 
of the second paragraph : “ The case is an exemplifi- 
cation of the old adage that a stitch in time saves 
nine”? — May I read it, it is the last sentence: 

“ For one thing, arrears have to be caught up and 
work done under pressure, involving overtime, and 
other extra payments, but more serious still is the 
fact that the plant itself falls into a condition necessi- 
tating more extensive repairs than would have been 
required if the work had been taken in hand in the 
ordinary course: the case is an exemplification of the 
old adage that a stitch in time saves nine.” I am 
afraid we have come to place very little weight on 
any claim that can be advanced under this, but at 
this time, and even to-day, the companies still talk 
of the “ stitch in time ” clause. “ Abnormal wear 
and tear ” and “ stitch in time ” are bracketed 
together. 

223. The reference to “ abnormal wear and tear,” 

I suppose, is in the second line at page 39. 

224. With reference to the “ stitch in time,” 
would not probably the converse be the truth 
that these repairs which might have been under- 
taken might not have been necessary? — Oh, quite 
possibly so. I shall deal very fully with that 
when I come to discuss maintenance, because 
as a matter of fact 1913 was a year of very 
big provision by the railways generally. I was saying 
that the discussion of the arrears of maintenance at 
this time was confined to rolling-stock. The class of 
work undertaken by the companies up to that time 
could not have affected repairs and renewals other 



than of rolling-stock. The suggestion was made that 
each company should take its actual expenditure on 
maintaining rolling-stock, calculate what this amount 
would be at the rates of wages and prices of materials 
ruling in 1913, deduct the adjusted sum from the 
1913 total, and add a percentage of 12-J- per cent, to 
the remainder, and the result would represent the 
payment due for arrears including the cost of 
making good. At that time 12i per cent, 
was the estimated rise in prices for 1914-15. 
The Government accountant, that was Mr. Gurney 
I owler at that time, 1 presume, after examination 
of the figures of a number of representative com- 
panies, reported that the 12J per cent, was justified 
as a fair charge up to the 31st December, 1915, and 
the Board of Trade, after consulting the Treasury, 
approved. The arrangement was later extended to 
cover permanent way, signals, telegraphs— in fact at 
this stage every item of expenditure under Abstracts 
A. and B. had been brought into the arrangement. 
They were brought in one by one, but in the end 
you got the whole thing covered. The 12J per cent., 
which I have just referred to was agreed as a definite 
settlement of the claims of the railway companies 
in respect of any maintenance work they had been 
unable to carry out during the period from the 5th 
August, 1914, to the 31st December, 1915, but the 
same conditions obtained in 1916. The companies 
undertook more work for the Government and owing 
to increasing difficulties in obtaining materials and 
the shortage of man power, the arrears became more 
and more extensive. As I have indicated, a settle- 
ment, thought at that time to be final, had been 
arrived at with the railway companies, which secured 
to them the amount of the arrears not carried out 
in 1914 and 1915, plus 12^ per cent. In the mean- 
time, as I have said, prices had risen. The matter 
ivas put into concrete shape in a letter from Sir 
Alexander Kaye Butterworth, dated 3rd April, 1917. 
You will find that is document No. 50 at page 46. Sir 
Alexander Butterworth was the member of the Rail- 
way .Executive Committee who was specially charged 
to deal with financial items of this kind. The letter 
is written on North Eastern Railway paper, but there 
can be no doubt that Sir Alexander was acting along 
with, I think, Mr. Thornton, now Sir Henry Thorn- 
ton, as a sub-committee of the Railway Executive 
Committee. 

225. And the Railway Executive Committee now 
go into direct relation with the Treasury, and 
they are the vehicle for conveying Treasury 
decisions to the Board of Trade?— Yes. There 
were a few communications directly with the 
Treasury, but the bulk of the correspondence is 
Board of Trade and Executive Committee. In one 
or two documents they did deal direct witli the Com- 
mittee, but it was quite wrong in organisation. 

226. I think Sir Alexander Butterworth probably 
did it personally ? — He probably did. 

227. Did they settle the 12J per cent. ?— It was 
settled. 

228. Was there any money paid? — Yes, money was 
paid. 

229. When it was settled? — In course of time; I 
could not say exactly the date when. 

230. They had the .money given to them for the 
arrears of maintenance?— For 1914 and 1915 on the 
12i per cent, basis. 

231. Did they use the money? — They invested the 
money. They could not overtake arrears ; they were 
slipping back each year still further into arrear. 

232. And they were paid that money? — They were 
paid that money plus the 12J per cent. 

233. You said just now it was a final settlement. 
What are the words you are relying on earlier than 
this document that opened that up again? It is 
admitted that it was agreed to be a final settlement 
in this letter of Sir Alexander Butterworth’s? 

234. It is not brought into the present negotiations, 
is it? — Witness: Certainly. The whole thing is re- 
opened from 1914. 

235. Although it is a final settlement? — Although 
that was understood to be a final settlement. 
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236. That is why I am asking the question. I want 
the words on which that statement that it was a 
final settlement rests in the correspondence prior 
to the document on page 46—1 think I can probably 
give you that in one moment. • 

237. I think it is the letter of the 23rd Septem- 
ber at page 43 P — Witness: I think the letter of 
the 3rd September is the best letter to look at; 
that is at page 4-1 : “I am directed by the Board of 
Trade to transmit to you, for the information of the 
Lords Commissioners of His Majesty’s Treasury, the 
enclosed copy of a communication from the ’Com- 
mittee proposing that an increase of 12* per cent, up 
to the end of the present year be added to the actual 
figures for deferred maintenance of permanent way, 
etc., under Abstract 1 A ’ of the railway companies’ 
accounts. The Committee’s proposal has been sub- 
mitted to Mr. Gurney Fowler.” 

238. Then there is No. 47 on page 43 from 
the Treasury to the Board of Trade, and the note 
below it. Witness : I think the Treasury letter of the 
j. d September, No. 47, page 43, is the one: ‘‘I am 
directed by the Lords Commissioners of His Majesty’s 
Treasury to request you to inform the Board of 
Trade that They are prepared to allow the Bailway 
Executive Committee to include an amount calcu- 
lated to represent arrears of renewal and main- 
tenance of permanent way, signals, telegraphs, etc 
in their monthly statements of the deficiency in the 
net receipts of the railway companies under control. 
LvTy Lords agree to the addition as suggested of an 
amount of 12* per cent, up to the end of the present 
year arrived at by the method of calculation set out 
m the memorandum accompanying the letter under 
reply ” 

■ ® ut * here 1S 110 indication of the acceptance, 
is there? — Oh, yes, the next letter. 

240. "They are prepared to allow ” This is a 
letter from Sir Herbert Walker to the President of 
the Board of Trade. 

right Tllat ^ ^ followin S letter, No. 48? — That is 

242. Might I ask what is the 121 per cent, calcu- 
lated upon? 1913 prices for the amount of the 
arrears— the value of the work not carried out, at 
1913 prices. ’ 

24 ^. am °nnt of the arrears would be estimated 
a* 1913 prices and the 12* per cent, added?— Yes. 

244 - * n J*® ® rst paragraph it does seem that 
Sir Herbert W alker accepted. Although this is 1917 
it seems to indicate that at the time that was 
accepted?— There is nothing to indicate in any of 
the negotiations that anyone considered the 12A per 
cent, as an interim allowance; it was a final bargain 
throughout. ° 

245. In the letter from Sir Alexander Butter worth 

on page 46, whatever the intention may have been 
he says: The question has been raised whether the 

revision of the 12* per cent, will be retrospective— 
that is to say, will apply to 1914 and 1915, or whether 
the arrears of those years are to be treated as a 
closed transaction. Whatever the intention may 

have been when the 12* per cent, was fixed ”— 

f j * 1S the P° mt 1 am coming to. I think if there 
had been any doubt that 12* per cent, was other than 
a final figure, Sir Alexander Butterworth would not 
have expressed himself in those words. 

246. But he goes on to propound that it should he 

Ji* 11 ” 11 " that leUer is a cleai ’ accept- 
ance that the 12* per cent, was a definite arrange- 
ment. & 

247. You say the money was paid and invested? — 

1 he companies used the money as they thought fit; 
m fact we know they took up large sums of war 
loan and other stocks, because they had the money 
by them. They were getting the money for arrears 
of maintenance month after month. As I shall show 

nnn non ^ n ° W llave somethin g approaching 
£40,000,000 of money, not yet spent, paid- to them 
Jor arrears of maintenance. 

248. In letter No. 48 they refer first of all to corre- 
spondence between the Treasury, the Board of Trade 



and this Committee, and then after a reference to 
the 12* per cent., they say: “ It was further agreed 
that this percentage should apply only up to the end 
of the year 1915, and that a further proposal should 
be placed before the Government for succeeding 
years.” — Yes, not for back years — to review the per- 
centage for succeeding years. 

249. This is only for time ahead? — For time ahead, 
yes. 

250. Witness : I was saying Sir Alexander Butter- 
worth put the question in a concrete shape in this 
letter of the 3rd April, 1917, in which he pointed out 
that any final settlement was more or less in the 
nature of a gamble. He suggested that “ instead of 
revising the percentage year by year the better plan 
would be to treat all payments made during the period 
of control as payments on account, and, when the 
control comes to an end to fix a percentage for all the 
arrears, which shall be fair, having regard to the 
period over which the execution of the works of 
deferred maintenance is likely ■ to extend, and the 
probable trend, of prices during such period.” T 
ought to mention here, I think, that although not 
specifically stated in this letter, it had been frequently 
mentioned at meetings, and it is even mentioned to 
this day that in the view of the companies one of the 
underlying principles of the arrangement between 
the Government and the railway companies was that 
neither party was to be financially worsened or 
bettered by the agreements. That is understood 
throughout as being one of the main principles that 
should guide the decisions. 

251. That is not recorded anywhere, is it? — Well, 
it is mentioned once or twice ; it has almost become 
a proverb throughout the whole thing. 

252. You get it in the Ministry of Transport Act. 

253. There is a reference by the companies very 
early in the correspondence — about the third or fourth 
letter — in which they express a desire to take advan- 
tage of no situation for their benefit? — Precisely, 
that is so. 

254. In letter No. 54 these words occur : “ it being 
an essential part of the arrangement with the Govern- 
ment under which the railways are being worked that 
the companies are entitled to have their property 
restored to them in no worse condition than when 
it was taken over.” It is on the same line? — It is 
on the same line, but I do not think that goes quite 
so far as the principle which I just mentioned, 
which I think is a rather more generous inter- 
pretation. After considerable negotiation the sug- 
gestion that payment should he regarded as pay- 
ment on account, even for the years 1914 and 1915 
was agreed to, and the percentage of increase over 
1913 prices in respect of arrears was increased from 
12* per cent, to 15 per cent., but, of course, 
that was on account ; there was no- question of 
final settlement now. It was admitted at this 
stage that all the extra payments in regard to arrears 
of maintenance were on account, and there was no 
finality about it at all. One of the reasons which 
induced this arrangement was the difficulty -of ear- 
marking in any particular year the arrears which 
were being overtaken. You had got a final figure 
agreed for the year 1914 and 1915 ; it would be very 
difficult now to say which particular year’s arrears 
are being overtaken. You might say : “ We will take 
your arrears chronologically,” or in some form of 
that kind, hut even then there might be a danger. 

I would suggest that we may find in time that some 
of the -an ears of maintenance will never be overtaken. 
Take, for example, the painting of a large station; 
it they had fallen two years in arrears I do not think 
that work will ever be overtaken. You would not 
repaint it two years earlier than normally next time 
because it had gone too long the previous time. 

255. They hold the money for that? — They hold 
115 per cent, on 1913 prices in respect of that work. 

256. And obtain the interest on that money all the 
time, and they are not doing the work ?— Certainly 
l will deal with that rather fully a little 
later. The arrangements in regard to repairs 
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and renewals, as I am sure the Committee 
have gathered, are contained in a number of 
documents not in the nature of agreements 
but in the form of instructions to the companies ; but 
in some apparently minor but in reality very import- 
ant details these instructions have varied from year 
to year. I propose at a later stage either myself or 
Mr. Wood, my accountant, to take a formula for 
arrears of maintenance and trace to you the whole of 
the process of arriving at the figure, and also show the 
variations which have been made in the formulce for 
the different years, so that you can see how the 
changes have come about and the effect of those 
changes, although the effect is by no means constant. 
It depends more or less on the rate of percentage 
and sometimes as to whether a company is an “ ex- 
cess ” company or an “ arrears ” company in the 
whole of the Abstract; it is a most complicated 
business. 

257. Have you been discussing with the railway 
companies these points which you are bringing before 
us now? — I should not say these particular points, no. 

258. Is there at present an impasse as regards 
negotiation that they make a demand upon you and 
you cannot deal with it; has it come to that point? 
— I would not say it is quite as far as that. There 
are certain points on which we do not agree. Items 
have been included in a claim and we have deleted 
those items and said : “No, we cannot agree to those.” 
In some cases the companies have said : “ Oh, yes, 
that is quite right,” or they have said : “ You are a 
little too hard here,” and there is some reason, and 
we have effected a compromise and made a settle- 
ment. Other companies do not say anything; you 
do not know whether you have finished with them 
or not. You cannot compel them to accept your 
decision. They may lie quiet, hold the thing in 
suspense until the end of control, and that can be 
one of the subjects that they can take to the Railway 
and Canal Commission for arbitration. We do not 
know; they may accept a decision or they may not. 
You never know when you have reached finality, 
except in cases where the company says : “ That is 
quite all right; we agree to delete ” — then you know 
you have done with it. 

259. Suppose we decide that a certain policy is 
right, how will that affect both you and the com- 
panies? — It will certainly strengthen my view in the 
negotiation, but I do not know how it would affect 
the companies. 

260. You indicated that the instructions varied from 
year to year. Did you also indicate at the same time 
that the instructions varied from company to com- 
pany or were the instructions general? — The instruc- 
tions were always general. Arrangements had to be 
made to meet the cases of some companies, who kept 
their accounts or made provision in one way, and 
also to vary the formula to meet the cases of another 
class of companies, who may have made their pro- 
vision in another way. They are very complicated 
details which we will explain to you at a later stage. 

261. What 1 wanted to bring out was the treatment 
of the companies so far individually as companies? — 
No, not at all — nothing like that. The arrangements 
were always common form as far as applicable. 

262. But I gather that negotiations have been in 
progress. If there were these settlements on matters 
of detail, the company apparently accepts and says : 

Yes, we will take that ” — I am taking your words 
just now? — (Witness) : Yes, certainly. My investi- 
gators are dealing with companies every day. They 
are going to some company or another examining the 
accounts with the railway investigator, which we will 
deal with later, and points of difficulty are taken up 
and discussed at meetings, and settlements arrived at. 

^ 265 When you say “ settlements,” that was exactly 
the object of some questions I asked quite early this 
morning, as to how far our inquiry might be preju- 
diced by negotiations that have already taken place? 

I do not think your inquiry is prejudiced in any 

way. 



264. These settlements are all subject to further 
revision? — No, not settlements of detail of that kind. 
I think you will find I have not made a single settle- 
ment that is going to prejudice your inquiry. The 
investigators of the Ministry are making a more or 
less detailed current audit, and can only challenge 
items which it can be contended are not covered by 
the agreements or the instructions. They are not 
negotiating a series of settlements, but arising out 
of their investigations are many points of principle 
which we consider should be open to review ; that, I 
think, puts the position. There is just a point arising 
on this deferred maintenance claim, which I think 
should be noted. You will remember that, so far as 
the deficiency of net receipts is concerned, there were 
very precise instructions laid down as to the nature 
of the certificate which had to be signed by the 
accountant and by the auditor or the professional 
accountant advising the company but no such pro- 
vision was made with regard to the claims for the 
arrears of maintenance, and even to this day claims 
of that description are submitted without any 
auditors’ certificate. It is a statement prepared by 
the companies, not signed by the professional auditors 
of the company at all. The opportunities for mis- 
understanding or unduly favourable interpretation 
are not inferior in either numbers or importance in 
the case of claims for arrears of maintenance to those 
in the case of the substantive claims for deficiency 
of net receipts. 

265. With regard to that point about the auditor, 
would not the reason for that be that arrears of 
maintenance must be based upon estimates prepared, 
and, of course, an auditor could not vouch for an 
estimate? — They are not prepared on estimates at 
all; they are prepared in accordance with a formula 
on actual accounts. 

266. An estimate of what it is going to cost to 
maintain certain things? — That does not arise at all. 
The result of the formula is what is the value at 
1913 prices of work not carried out. 

267. It is not a thing that an auditor could vouch 
for? — Only an accountant can produce the figure. 

268. I should have thought it would have been the 
engineer? — No; it is not physical valuation; you 
can only value it in money. There is no physical 
measure of repairs and renewals; it is entirely an 
accountant’s measure. 

269. It is purely an accountant’s figure? It is not 
a case of an actual estimate? — Not the slightest. 
There is no walking over the line and saying: “ This 
has only had 60 per cent, of maintenance.” It ia 
entirely an accountant’s figure; the engineer does 
not come into it at all. 

270 Have you the total cost in 1913? — £25,000,000 
roughly. 

271. Is that everything? — Permanent way and 
rolling stock only. 

272. Have the railway companies got a deprecia- 
tion account? — Some companies have. 

273. Do you know how they stand in the deprecia- 
tion accounts? — In some of the accounts we do know 
that. 

274. If this is purely an accountant’s question the 

accountant can only take these arrears as a function 
of something. If you are not to go over the actual 
physical works and say: “This has been too much 
worn,” or “ This has not been maintained,” if it is 
to be purely a question of the accountant’s work, 
then you have to base yourself either on 1913 or on 
some rate of depreciation, or on something akin to 
that, have you not? — Shall I give you just a simple 
illustration? I shall have to deal with these 
formulae, and they are most complicated, and I am 
sorry for the Committee to have them inflicted upon 
them. Just take the simple illustration, assuming 
that the company had spent £10,000 in 1916 on repairs 
of a certain class of plant 

275. You are getting away from renewals now? — 
The same thing would apply, but call it maintenance, 



MINUTES OF EVIDENCE. 



15 



27 October, 1920.] Sir G-eorge Beharrell, D.S.O. [ Continued . 



if you will, to get the generic term. Assuming 
maintenance was £10,000 in 1916 ; you first of all have 
to reduce that figure to equivalent money at 1913 
prices. To ascertain that, figures are taken out for 
materials, a weighted average representing some 80 
per cent, of the materials consumed on the job, and, 
of course, the wages, and you arrive at what was 
the actual increase in cost in 1916 over 1913. Having 
arrived at that figure, we will say £4,000 for illustra- 
tion, you deduct that from the £10,000 leaving £6,000 
as the value of the work carried out reduced to 1913 
values. 

276. My difficulty is not in regard to the £10,000 
spent in 1916; it is in regard to the £10,000 which 
was not spent in 1916 p — If you will allow me I will 
just come to that point; you have just anticipated 
me. I have now left an item of £6,000 representing 
the value of work spent in 1916 at 1913 prices. 

277. Yes? — You turn to the 1913 statement and 
you find that that company spent £12,000 in 1913; 
therefore that company is in arrears £6,000 on that 
maintenance. 

278. Now I begin to see. What you really are 
doing is, you are taking 1913 as your standard of the 
actual expenditure? — That is so. 

279. And in that way you get out of all questions 
or engineering? — Yes. 

280. And you reduce it merely to an accountant’s 
question ? — Yes. 

281. There is a dispute with the companies as a 
whole as to whether the 1913 quantum of mainten- 
ance is a fixed quantum? — That is entirely so, but I 
was dealing now with an arrears point and not an 
excess point. 

282. That must be a question not of accountancy 
but of fact? — Yes, I will deal with that. 

283. We have not got it for -the three years prior 
to the year 1913. — Which figure is that? 

284. The maintenance figure. — This is a hypo- 
thetical figure. 

285. Have you got the figure for the three years? — 
For the whole of the companies? 

286. Yes? — I can give you 1913. 1911 and 1912 are 

nou comparable with 1913 quite, because of the new 
system of accounts which was introduced. 

287. It would be rather a dangerous thing to take 
one year? — That is the base year; it is the only year’ 
we are allowed to take cognisance of. 

288. That I can understand relative to net receipts, 
but I cannot understand it relative to maintenance? 

With all respect, we are tied to 1913 for mainten- 
ance according to the agreements. 

289. And to the practice of the companies? — And 
to the practice of the companies, which varies. 

290. If a company spent a little less on mainten- 
ance in 1913 its net receipts would be exactly that 
amounf more, so it does not seem to affect the 
question at all? — Oh yes, it does really. 

291. Very seriously? — I can show it to you later 
on, but I can show it in a very short illustration 
now. Assuming it . had spent £1,000 less on main- 
tenance in 1913 its income throughout control would 
have been £1,000 more per annum. Having spent 
that £1,000 in maintenance, and that £1,000 has 
fallen into arrears, it is costing the country 200 per 
cent, on top of that £1,000. 

292. I quite appreciate it makes a great difl’ei'ence 
to the country. — And to the company, if it does not 
spend it, and at the end of control he has that multi- 
plied by three. 

293. However much we may argue that, I under- 
stand the position to be, from the first few letters 
of this correspondence, that for everything we are 
tied to 1913? — That is as I understand it. 

294. And the figures of 1913 were not made up 
with a view to the War; they were made up with 
a view to the then conditions, so I think you can give 
a great deal of weight to them? — You have to bear 
thi§ in mind, that 1913 was the most prosperous year 
that railways had enjoyed. 



295. It might have been the other way round? — 
But it was not. 

296. It is like the datum line in excess profits duty; 
it is an arbitrary figure that you have to stand by 
and not allow oneself to be influenced whether it 
is good or bad? — I think with very great respect you 
will wish to qualify that expression when you come 
to consider another aspect of the case, that is ab- 
normal wear and tear. I was really going to lead up, 
on this question of deferred maintenance, to this : I 
think we really are entitled to say that the circum- 
stances did alter materially in 1916 when the Military 
Service Act was passed. At the beginning of the 
period of possession in 1914 labour was plentiful, in 
fact I remember in the early days of the war some 
companies were at a loss to find work for their men 
in the months of August a'nd September, 1914. It 
even went to the lengths of instituting returns of the 
number of men unemployed day by day so that they 
could try and deal with the situation, but the position 
gradually changed, and so long as the companies were 
unable to carry out their normal maintenance because 
of their efforts to meet the wishes of the Wa'r Office 
by supplying material for war stores, I do not think 
anyone can question the fairness of their contention 
that the responsibility for paying for those arrears of 
maintenance rested with the Government. I do not 
think, however, it is unfair to argue that with the 
passing of the Military Service Act in 1916, the posi- 
tion had materially altered. All industry had become 
hard pressed for labour, and the shortage of labour on 
the railways was not then due to Government 
possession, nor to tho efforts of the companies to 
produce war material; but was in fact due to the 
paramount need of the fighting services for all the 
possible man power of the country. Similarly, with 
regard to the shortage of material, that did not arise 
out of the Government possession of the railways; it 
was the direct consequence of the war, and the de- 
mands made by the fighting services for materials 
which a're also essential for the maintenance of the 
railways. 

297 . Are you arguing from that, that this new 
situation lifts the claim so made out of the 1871 Act — 
that it is not a result of taking possession, but is a 
result of something else? — Yes, I do entirely, but I 
do noo see how you are going to succeed on that unless 
you can alter the agreements. Of course this weekly 
arrangement of the possession of the ra'ilways must 
come to an end, and now the position is entirely 
altered. We are saddling the State with the respon- 
sibility for arrears of maintenance not due to 
Government control at all, but due to the war. You 
are making up to v the companies the whole dama'ge 
of the war. 

298. What was the date of conscription? — It was in 
1916, I believe; it was in the month of May, I think, 
speaking from memory. 

299. This new position you are putting to us, you 
are suggesting, lies outside the original agreement? — 
That is so, yes. I say the railways are fortunate in 
being able to look to the Government to restore their 
property to the full pre-war standard of maintenance, 
although departure from that standard was largely 
due, not to Government control, but to a circumstance 
which applied with equal force to other undertakings 
such as tramways and docks, and would, although 
admittedly to a lesser extent, have obtained if the 
Government had not taken possession of the 
railways. 

300. On that point how do you argue with regard 
to this particular service, because on others they 
can raise their charges, and so balance their in- 
creased expenditure by increased revenue? — Only by 
consent of the Government. 

301. But they did so in fact did they not? — Cer- 
tainly'. 

302. The railway companies, on the otner hand, 
were not allowed to do so? — True. 

303. Is there any comparison between the railway 
companies, whose rates were fixed and were not 
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raised, and these other companies whose rates were 
fixed before the war and were raised during the war P 
— I think my answer to that would he this,' that in 
spite of all the efforts of the dock companies and the 
tramway companies to keep up their revenue, in 
spite of all their increases in charges they are in a 
far worse financial position to-day, and have been 
throughout the war, than they were in pre-war days. 
The railways have had the same net revenue with 
increased revenue from general interest throughout 
the war. 

304. Can you substantiate that statement with 
figures ? — Certainly. 

305. Because I have been given to understand just 
the contrary, and that is the reason for my question P 
— There is not a tramway to-day that is not in a 
perfectly hopeless position. 

306. And docks P — And docks as well. Generally 
speaking, we have just had to increase all the dock 
charges now, and my investigation (and my accoun- 
tant has investigated the accounts of large numbers 
of dock companies and tramway companies before we 
have authorised increases) shows that in short they 
are in a pitiful state. They have defaulted on some 
of their mortgages on some of the docks. 

307. But take the Port of London? — The Port of 
London has done rather better in the year ending 
last March than in the previous year, but it has got 
huge arrears to make up in expenditure. I will now 
deal with the question of interest on capital. 

308. Before we leave this letter of Sir Alexander 
Bivtterworth about arrears of maintenance, would 
you tell me, is that as far as it went? Did it never 
develop further at all, or is it left absolutely in the 
air? — Oh no. I shall deal in great detail with the 
arrears of maintenance. I am giving you rather a 
general picture to begin with. 

309. You said it was settled up to the end of 1915? 
— And then re-opened. 

310. It was suggested that it was going to be re- 
opened, bu(t it never was shown that it was actually 
re-opened; if it is more convenient to defer that I 
am quite content? — Yes, it is partly re-opened. 

311. It was suggested that it should be re-opened, 
but we have not had the letter “ It may be advisable 
to reconsider,” and so forth? — I think if you will 
look at the letter from the Executive Committee 
you will find that it was. 

312. I think you quoted something to show that 
it was re-opened? — Take the Treasury Letter to the 
Board of Trade on the 7th June, 1918, document 
No. 57 at page 54: “In the circumstances repre- 
sented in the Railway Executive Committee’s Memo- 
randum submitted in Mr. Moggridge’s letter of 
23 rd ultimo (R. 643), the Lords Commissioners of Sis 
Majesty’s Treasury agree that the 15 per cent, 
addition to the figures on which are based the pro- 
visional payments to the Railway Executive Com- 
mittee on account of arrears of maintenance may 
date bach to the commencement of the control period 
instead of to 1st January, 1916.” 

313. That re-opens the whole question ; whatever 
happened afterwards that was undoubtedly re-opened? 
—Yes. 

314. The 12J per cent, was increased to 15 per 
,>ent.? — The 121) per cent, was increased to 15 per 
cent, at that time. 

Certain companies had expended capital which 
had not earned revenue during the whole, or, 
in some cases, during any part of the standard 
year, which is 1913, and it was necessary to 
make some arrangement which would recompense 
the companies for that outlay, having regard to the 
fact that any revenue earned by that capital would 
enure to the Government. It was arranged, there- 
fore, that in respect of capital works brought into 
use during the year 1913 the companies would receive 
an allowance at the rate of 4 per cent, per annum 
in respect of that part of 1913 when the works were 
not in use. Similarly in respect of works brought 
into use after the 31st December, 1913, the com- 
panies received an allowance at the rate of 4 per 
cent, per annum. This rate was not fixed having 
regard to the Bank rate, nor was it fixed having 
strict regard to the average earnings of ihe railways, 



because it is recognised that almost without exception 
railway works do not become fully productive until 
some considerable time after they have been brought 
into use. That continued right away until May, 1919, 
when the rate of interest was raised from 4 per cent, 
to 5 per cent., and the basis on which it was calcu- 
lated was also amended considerably in favour of the 
companies. 

315. But not retrospectively ?— -But not retrospec- 
tively. 

316. On new capital? — On new capital. Up to 
that time the interest had been on capital when 
brought into use — and I would like you to notico 
those words — but from May, 1919, the increased rate 
of interest was allowed on capital as spent. The 
company could begin to construct a large work at a 
cost of £1,000,000, paying contractor’s expenses by 
certificates of so much, £5,000, £10,000, £15,000 or 
£20,000 ; they were allowed interest as they paid that 
money whether the work was productive or not. 

317. Those companies, if they had been under their 
ordinary running, would never have earned the 5 
per cent. ? — Never at all ; that is a charge they must 
always bear during construction on new works. 

318. Did the Board of Trade agree to that? — The 
Board of Trade and the Treasury, yes. 

319. Can you give us the reference to the paper? — 
Yes, document No. 90, page 111 ; that is the letter 
to the Executive Committee. 

320. There is no converse to the arrangement, 
apparently? — I was rather coming to that. This 
arrangement was made with the object of encourag- 
ing companies to undertake capital works which had 
fallen considerably into arrear, but there are many 
points arising out of this agreement which I shall re- 
fer to later; but there is one important fact which 
should be brought to notice, and I think kept before* 
the Committee, and that is, that the arrangement as 
to interest on capital was not a reciprocal one. Dur- 
ing the War capital assets such as steamers, plant, 
and even railway lines, were disposed of. These as- 
sets earned money during 1913_ but as they were dis- 
posed of the companies were’ enabled to invest, or 
utilise in any other way, the capital so realised with- 
out giving any credit to the Government for this with- 
drawal of capital from the undertakings. I think it 
is very important. We allow interest on new capital, 
but we get no reduction of the claims for interest on 
new capital in respect of capital works displaced or 
destroyed during the War. 

321. Or sold? — Or sold — withdrawn. 

322. Whilst we still paid the net earnings? — That 
is so. 

323. Was that an appreciable amount involved 
there; were the sales considerable? — -In some cases, 
certainly. Steamboats have been realised up to 
£500,000, and the companies have been receiving 
interest on capital. 

324. They have sold steamers for £500,000 and in- 
vested that £500,000 in further works that got five per 
cent, on the £500,000, and at the same time got their 
net earnings? — Yes. 

325. And I gather without investing in further 
work which would not be possible as a rule; they 
simply put it into War Loan? — Yes. 

326. Can you give us concrete cases of these 
things? — I will do as I come to them. This is a general 
survey. I have a few concrete cases illustrative of 
most of these points. 

327. I only wanted to ascertain if it was a big item? 
— I could not say how much. 

328. But you have said enough to indicate that it 
was something substantial? — Oh quite. 300 miles of 
line went to France. 

329. Did they get paid by the French Government? 
--The Ministry of Munitions was responsible for that. 
A further important item coming under the main 
heading which I gave you, into which I divided the 
claims, is that with regard to compensation to be paid 
to the railway companies for ships requisitioned by 
the Government during the course of the War. At 
various dates railway-owned steamers werte taken 
over by the Admiralty, but as these were requisitioned 
under the regulation of the Forces Act, 1871, the com- 
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peiisation terms applicable to the railway undertak- 
ings as a whole applied. Details of the arrangement 
in regard to steamers will be found in document 101 
at page 122 ; that is rather a lengthy document. 
Broadly speaking, the recprisitioned steamers were 
not specially paid for by the Admiralty as the steamers 
had formed part of the plant producing the net re- 
ceipts in the standard year which had been guaran- 
teed to the railway companies, and it was the lia- 
bility of the Government at the end of the period of 
requisition to return them to the railway companies 
after being thoroughly re-conditioned. Where special 
services were performed by the Companies in connec- 
tion with requisitioned steamers, such as structural 
alterations to boats, fittings, coaling, and supply of 
general stores, the expenditure was regarded as an 
ordinary railway expense, and was dealt with in the 
compensation account. Special arrangements were 
, made in regard to steamers lost or not returned. The 
compensation payable to the railway companies was 
on the same basis as the compensation paid to owners 
of requisitioned ships generally, that is, in so far as 
the compensation was limited to the cost of replace- 
ment at the time the loss occurred and not at the 
date of replacement. That applied to all the people 
who lost ships in the War. Tenders were taken at 
that time as to the value of the ship — at what price 
it could be rebuilt. Deductions were made for de- 
preciation and so on, and that had to be the basis of 
compensation. 

330. When you say “ tenders were taken,” were 
they actually taken? — They were actually taken. 

331. That was playing a game, surely? The 
tenderer would know perfectly well that he was not 
going to have the building at that time? — I am not 
so sure. That was the only basis which could be 
adopted, whether for better or for worse. 

332. What I was at was, whether a man who sent 
in a tender would not know perfectly well that he 
could not build the ship at that time ; probably the 
ship could not be built at that time? — No. Some of 
the ships are not built to this day. 

333. What reliance can you place on a tender sent 
in undei' those conditions? — Well, they are examined 
by the Admiralty experts as to whether that was a 
reasonable price, or not, having regard to the con- 
ditions. They had the three tenders, one of which 
could have been accepted. The compensation to the 
companies was paid through the compensation 
account at the time of the loss, and the interest on 
this compensation until the money is actually spent 
is probably dealt with under the heading of “ General 
Interest,” and this is one of the below-the-line items, 
and, consequently, is entirely to the benefit of the 
companies, whilst the ships are not being rebuilt. 

334. May I clear this point up? In calculating 
capital of ordinary companies for the purpose of 
excess profits duty, or munitions levy, there was a 
regular system of subtracting assets from liabilities; 
consequently, if you realise an asset like a ship, or 
something of that kind, you reduce the assets to that 
extent. Was there no system on which a reduction 
of capital did operate for the purpose of interest on 
new capital at all? — None whatever. 

335. Then how was the new capital calculated? — 
On the accountant’s certificate ; on the value of the 
work brought into use. 

336. Or the cost? — The cost. 

337. Might I. put it in this way : supposing they 
sold a ship for £500,000, and they spent £500,000 
upon a new line— the same money — the Government 
would simply allow them, although it is a mere 
transfer of an item in one sense, interest on that 
£500,000? — That is so. 

338. That is because general interest occurs below- 
the-line? — Yes. 

339. In this case it would not be so. The general 
interest would not come in in the case I am just 
imagining. Supposing the North Western Railway 
realise a ship for £500,000 ; they never put it out on 
interest, but they merely employ that money in 
creating a new capital asset for the railway company, 
Changing the capital asset from a ship into a new 
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railway line, or a new building, for the purpose of 
warehousing goods — changing the asset from one 
form to another. The moment that is completed the 
Government would allow them an increased interest 
on the £500,000? — If it is after May, 1919, they 
would allow them the interest as the money was spent, 
not waiting until the completion of the railway line. 

340. The only way of keeping the value of the sold 
steamboat in would be to create a fictitious steamboat 
under No. 12, keeping the money that was obtained 
for the sale in the account above-the-line under the 
heading “ Steamboats ”? — Yes, but there is no provi- 
sion for that, and it was not done in that way at all. 

341. Of course in the equity of the thing I suggest 
it might be a matter that we might conceivably 
consider. Here is above-the-line “ No. 12 Steam- 
boats,” and the earnings of the steamboats are 
brought in “ Net Receipts ”? — Yes. 

342. You sell steamboats, or have steamboats des- 
troyed, and at once, unless you make some fictitious 
arrangement of that kind, the money goes down 
below the line and is accounted for in the shape of 
general interest. The same money that was invested 
in the steamer is now invested, we will say, in War 
Loan. The income from the steamboat is above-the- 
line, and the income from the general interest below- 
the-line, and automatically it shifts down. Equity 
would say that you ought to keep that lump of money 
above the line as a kind of fictitious steamboat, and 
the interest from that ought to come in as from the 
steamboat? — Then you have got to have an interest 
heading above-the-line. 

343. That- is so. When you come to consider the 
equity of the thing I am not sure that that should 
not be done. 

344. The equity of the matter is surely met .also in 
the way. it is done by the Revenue authorities by 
subtracting it from the capital ; that is the cleanest 
way. Supposing you have a steamboat worth 
£500,000 which is destroyed and you get compensa- 
tion for it, your capital is reduced by £500,000? 

Witness : If there had been some provision under 
which the companies had to pay interest for reduced 
capital assets I think your suggestion would be an 
admirable one, but failing any arrangement of that 
kind I do not see how it would have benefited it. 

345. I was referring to the precedent of excess 

profits duty where exactly that point was provided 
f°i ; If that were followed that would be the way 
to do it. J 

346. As a matter of fact, whatever physical accident 
happened to any part of the railway system that did 
not affect the obligation of the Government to pay 
the net returns? — -No. 

347. There might have been a landslip, for 
mstance ? — T.es ; I will deal with one before we pass 
finally from it. On this point Mr. Wood reminds me 
that I should make this perfectly clear: take the 
case of building a new station, and that station is 
replacing a smaller station on the same site ; the net. 
capital on which we allow interest is not' the full 
cost of the new station but it is the new station less 
the original cost, I think it is, of the displaced or 
replaced asset, but supposing they pull down a huge 
engine shed and sell the whole of the plant, and every- 
thing else, and sell the land, that entirely enures 
to the company, and there is nothing for the Govern- 
ment. With regard to deferred liabilities, there are 
two main headings of those liabilities, replacement of 
stores, and claims for abnormal wear and tear. 
Broadly speaking, the effect of the arrangement with 
regard to the replacement of stores is that at the end 
of the period of control the railway companies will 
m effect have a stock of stores similar in quantity 
to the stock held before possession was taken and 
that this stock of stores will stand in the books of 
the companies at the values which obtained at the 
commencement of the period of possession. This 
agreement with regard to the replacement of stores 
was not made at the beginning of control. The 
question was not raised at that time, but it came 
prominently before the Government some time towards 
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the end of 1915, and was embodied in a book of 
instructions called the Pink Book issued in 1916. That 
is Document No. 71 at page 89. Points of difficulty 
in regard to the replacement of stores cannot arise 
in any definite form until the end of the period of 
possession. 

348. Is that Pink Book something which the Rail- 
way Executive Committee issued on their own? — No, 
this was approved by the Treasury, but I think atten- 
tion should be called to the fact that when this 
arrangemnt was made there was no definition as to 
what constituted “ stores.” If “ stores ” covers the 
stock of stores and materials shown in the companies’ 
balance sheets it would be necessary to take into 
account items such as stationery, hotel stores — such as 
wines and spirits — and even obsolete articles and 
tools occasionally used may also be brought in. Many 
other difficulties in arriving at a settlement of this 
very vexed question can be foreseen. 

349. Would you regard that as a considerable item 
— stores, which might be of the kind you have 
enumerated? — They might represent a considerable 
sum of money. Many other difficulties in arriving at 
a settlement of this very vexed question can be fore- 
seen, such as materials sold where the profit has not 
been credited to the Government account, materials 
withdrawn from stock for the maintenance of pro- 
perty, the income of which is credited “ below-the- 
line,” materials withdrawn from stock for the carry- 
ing out of works, the cost of which is properly debit- 
able either to capital or to suspense account, materials 
withdrawn from stock in connection with work carried 
out on behalf of private firms. There is a consider- 
able amount of this work done in connection with 
munitions. The possibilities with regard to stores 
are really very great. I am dealing with it more fully 
later. If you do not mind I will just run through it 
briefly to-day. 

350. May I bring out the result of this to the com- 
panies ? At the end of the period of control the com- 
panies, suppose they had £10,000,000 worth of stores 
in December, 1913, and they have the same quantum 
of stores at the end of control, may receive in cash 
£20,000,000?— Yes. 

351. That is 200 per cent, in addition to the 
original stores? — If that is the ascertained increase 
of prices over the values in 1913. 

352. Then the companies, having had their net 
receipts made good to them, will get from the Govern- 
ment £20,000,000 in addition. What will they do with 
that £20,000,000? Put yourself in the position of the 
railway company. Will they credit that as revenue, 
as reserve ? — I really do not know what they will do. 

353. In effect, would it not be absorbed? Supposing 
the stocks were there, they are simply writing the 
stocks down to the pre-war value? — They are still at 
the pre-war value for which the companies who have 
them get this money. 

354. That is true, but that will absorb the whole 
of the money 

355. But having got their increased rates to cover 
this increased cost of stores they get it back in the 
increased rates? 

Witness: I think I can put the point in this way: 
In the year 1921 the railways will have in their 
possession a stock of stores similar in amount to 1913, 
and standing in their books at 1913 values ; therefore, 
at any rate, for the next twelve months certain items 
of maintenance cannot cost current prices, but are 
really based, so far as material is concerned, on 1913 
prices. 

356. They get it twice? — That is so. 

357. That rather brings us into a matter of great 
controversy in another connection, but what I should 
like to know is whether you know why it is that the 
Treasury take such a different view in regard to the 
railway companies’ stores from what they took in 
regard to traders’ stores. Manufacturers, whose prac- 
tice always has been to value their stocks at a base 
price, were refused to be allowed that practice or to 
pursue that practice during the control period, and 



there was considerable disputation with the Treasury 
upon this point, but the Treasury would never concede 
this question of stores at base price. Do you know 
why it is in regard to the railway companies that they 
took a different view so late as 1916 ? — I am very 
sorry I cannot answer that question. I really was 
not in the councils of the Board of Trade or the 
Treasury at that time; I was engaged on other work. 

358. May I just ask a question with regard to the 
manufacture of munitions by railway companies; are 
you satisfied that in the matter of stores, and also 
in the matter of wear and tear of tools and replace- 
ment of tools, and so on, that since the companies 
were paid presumably the full value of the munitions, 
including the use of stores, and so on, there was not 
a wastage into the munitions account from this stores 
account ? — I do not think there was any risk of that. 
They were paid cost with a percentage addition, 
which was agreed to cover tools. 

359. None of their stores, you think, would go into 
munitions ? — I do not think there is any chance of 
leakage there. 

360. Under what heading did the receipts from the 
War Office come in this — under heading 16 ? — No, 
they ' were not dealt with in that way. The net 
amount coming to them for supervision and that kind 
of thing was used as a reduction of their working 
expenses. I have to deal with that in explaining the 
formula. It was not brought in as a receipt of any 
kind; it was used as a credit to working expenses 
on a particular abstract, whether done in the carriage 
shops, the locomotive shops, or the engineering shops. 

361. They do not in fact makq any profit on that? 
— No. They got an allowance for supervision, and 
so on, so as to make their prices somewhat compar- 
able with those of a private firm. 

362. That means, from the point of view of the 
consumption of stores, that since these sums were 
credited to the different shops, a very great risk of 
utilisation of stores for the purpose of manufacturing 
munitions? — The stores used were credited and 
allowed ; I do not think there is any slip there. 

363. Do you wish to press your point? 

364. Not further; that is as far as I can carry it. 
Sir George cannot answer that question. I know 
you are familiar with this point, so we will discuss 
this at a later stage. 

365. As far as the full compensation is concerned, 
covered by the net receipts, we get something now 
in addition to that? — Yes, clearly. We have had 
deferred maintenance in addition, and we have the 
interest on capital in addition. We have now got 
the stores and I am coming to the next point, 
abnormal wear and tear. The remaining item is that 
of abnormal wear and tear. This item may easily 
be one of considerable controversy. No provision for 
this was made in the earlier agreements, and it was 
first provided for in the arrears of maintenance in- 
structions (Yellow Book, document No. 64, pages 60 
and 62). I think abnormal wear and tear divides 
itself in several ways, but, first, of all, I think we have 
to keep in mind abnormal wear and tear arising out 
of control, and abnormal wear and tear arising from 
causes in no way connected with control. I find 
it very difficult to see how any liability under the 
second heading can attach to the Government. TJio 
first heading, I think, can be sub-divided as follows : 
abnormal wear and tear made good during control, 
and abnormal wear and tear not made good at the end 
of control. I shall refer to these in considerable 
detail at a later stage. It is a question about which 
there will be very great difficulties at the end of con 
trol, and I have only to mention the figure quoted in 
the statement* prepared by Sir Albert Wyon and Sir 
William Plender, and probably members will remember 
it was laid before the Houses of Parliament in April, 
1919; at the foot of that statement the ultimate 
liability of the Government was placed at £40,000,000 

366. That was estimated? — I am coming to that 
I say this figure has frequently been quoted as 
the estimate of the Government accountants. The 
Government accountants tell me that they had no 

* Cmd. 147/1919. 
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special information on which they could frame an 
estimate of this character, nor does any information 
which could be reliably followed exist to-day. They 
adopted the figures put to them by the railway 
companies, which I understand have been arrived 
at merely on a ratio of maintenance outlay to receipts 
in 1913. It has no relation to the physical condition 
of the line or the rolling-stock, which could be in 
any way attributed to abnormal wear and tear, and 
the Government accountants in that particular state- 
ment pointed out that there were factors affecting this 
estimate which tended to reduce it. I think too 
much reliance need not be placed upon these figures 
until much more satisfactory evidence is produced. 
In the first place, lines and rolling-stock which carried 
abnormally heavy traffic during the stress of the war 
have probably had considerably more money spent 
on them in repairs than in a normal year ; but there 
is another factor, which will have to be kept very 
clearly in mind when claims of this nature come to 
be considered. 1913 is the standard year of the 
agreement, but that year was the most prosperous 
that Railways had had in their history, and it is 
believed that the repair work carried out and the 
provision for renewals and maintenance of line and 
equipment were on a larger scale than at any other 
time. 1 am, therefore, of opinion that before any 
substantial claims under this heading can be admitted 
it will be necessary to show that the total charge 
made in 1913, when raised to current prices, is in- 
sufficient properly to maintain the line and equipment 
■ even if additional traffic has been carried on the 
average during the seven years of control. 

367. This is not reciprocal again? — Certainly not; 
there is no provision, if there has been next to no 
traffic or no traffic on the line, that there shall be no 
allowance for maintenance ; in fact the 1913 standard 
for repairs and renewals is fixed as a minimum ; we 
are arguing as to whether it is also a maximum. 

368. In your later statement, which j r ou propose to 
give us, you intend to bring out how we differentiate 
between what is due to control and what is not? — 
Yes. 

369. That is thoroughly treated later? — Certainly; 
I have illustrations of that. 

370. In the case of abnormal wear and tear, I 
gather that you are rather arguing that that is a 
physical question and not simply an accounting 
question ? — Absolutely. 

371. We go into a new atmosphere there altogether 
as compared with anything we have done up to now? 
— Entirely. 

372 I remember this figure of £40,000,000; it came 
before the Committee on Estimates in April, 1919 ? — 
That is so. 

373. And I took some exception to it at that time, 
I remember. This abnormal wear and tear arises 
through the allocation of the war traffic, does it not, 
going down, for instance, to the southern ports and 
crossing to France; is the idea that a particular 
amount of traffic went oyer those lines? — That is a 
possible kind of claim that could be put forward. 

374. How does the claim for abnormal wear and tear 
arise? In what parts of the system? Is it general? 
— It has not arisen yet. Of course, it cannot arise 
until you get to the end of control. There is no such 
thing as abnormal wear and tear during the period 
of control, because you must wait and see whether 
they can justify abnormal wear and tear for the 
whole period of control. We have had claims for 
abnormal wear and tear, but they have been special 
items of claim which we have resisted absolutely 
and entirely. You would probably like this - illus- 
tration now. During the great storm of March, 
1916, the telegraph lines were down throughout the 
country practically. They were put back and the 
railways said: “ Oh, this is a special wear and tear. 
This is abnormal wear and tear. We must be allowed 
to charge this, and still be entitled to recover our 
1913 quantum for repairs.” I say: 11 Nothing of 
the kind ; this has not arisen out of control ; it has 
arisen during control, but control has nothing what- 
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ever to do with this. How do I know that you had 
not two snow storms in 1913, which did infinitely 
more damage?” 

375. Abnormal wear and tear does not mean exces- 
sive wear and tear? — 1 think it is rather more than 
excessive; it goes rather further than that. 

376. Can you define it in any sort of way? — Some- 
thing not normal ; the claim must be founded on 
that, I think. 

377. If it is a claim founded on physical investiga- 
tion and engineering I take it that the only way you 
could get at it would be inspection at the time when 
control ceases, modified by any historical facts such 

as the snow storm which you have instanced? I think 

it would go rather further than that. I would not 
like at this stage to have to outline how I would 
commence to build up a claim for abnormal wear and 
tear, but they would have to do much more than 
that in order to satisfy me before I would certify 
an account. 

378. You used the expression that it was wear and 
tear over the whole period, but, as I understand it, 
it is the state in which the line is handed back to the 
company modified by any counterclaims on the part 
of the Government for snow storms, &c. ? — There is 
the arrears of maintenance formula also to be taken 
into account. 

379. Yes, that is true, but there are two different 
ideas. Abnormal wear and tear at the date of hand- 
ing back to the company is an investigation of the 
condition of the line, &c., as compared with the con- 
dition when it was taken over, is it not? — I think 
you will find that extraordinarily difficult to do. 

380. Are there any other circumstances which could 

account for abnormal wear and tear except these: 
arising from events unconnected with, the war, for 
instance, the snow storm; arising from an act of 
the enemy, as an air raid; the “stitch in time” 
claim; or the handling of greater traffic. Is there 
any other possible cause of abnormal wear and tear? 
— I do not know of any. Of course arising from an 
act of the enemy 

381. would be clear and simple, I suppose? — 

That is covered; it is specially provided for. 

382. The “stitch in time” is provided for? — It is 
not provided for. 

383. But greater traffic surely could be measured, 
because you know what volume of traffic was handled ; 
you know the number of ton miles? — Unfortunately 
you do not know the ton miles handled in 1913. I 
am sure with all the companies’ dislike of statistics 
they would give a great deal to know. 

384. Apart from what you have indicated already 
m the case of those lines which were used to excess 
you think they probably had a concentration of 
maintenance upon them? — That is exactly my point. 

385. On the other hand, there are certain linea 

which were probably abnormally little used? Yes. 

386. And have been preserved in the meantime? — 
Yes. 

387. So when it comes to be a physical investiga- 
tion these words seem to indicate that it ought to bo 
at the end of the period entirely? — Yes, I do not 
think a physical valuation would be of any use at all. 

388. I: oil do not think it is possible? — I do not think 
there is anywhere a record of the physical condition 
of each bit of railway in this country in 1913, and 
even if you were to make a valuation of the railways 
at the end of control, you have then to visualise in 
some way or other what would be their state if and 
when the arrears of maintenance have been spent 
on the undertaking. Those arrears of maintenance 
when brought up to the level of current prices 
will probably amount to £100,000,000. Who could 
possibly say what is going to be the effect on the 
railways of this country when you have spent another 
£100,000,000 on them; it is beyond the wit of man 
to do that. 

389. As a practical proposition it would mean you 
would have to go to a place and say: “ There is the 
condition of that rail as it is; then we have a certain 
amount of money which we are entitled to for main- 
tenance; after we spent that, what would be its con- 
dition,” and then it would be impossible to arguo 
it? — You must get back to money. 
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390. But section 7 on page 62 does not contemplate 
abnormal wear and- tear shall be, if I may use the 
expression, a function of any previous figure. I do 
not think 1913 comes into section 7, does it, at all? — 
You must arrive at your abnormal wear and tear by 
comparison with something, whether it be by traffic, 
or whether it be by physical condition, and in both 
those cases you have other factors to take into con- 
sideration. If you are taking it by traffic you have 
to know the amount of additional maintenance which 
has been put into that bit of line owing to the 
traffic ; if it is. by maintenance you have to see what 
is still to be spent on the line owing to arrears. 

391. In fact, it looks as though under this you 
have no basis really at all, but it is a matter for 
reasonable consideration of all the circumstances, and 
the giving of such compensation as would appear 
desirable? — I hope it will result in the elimination 
of the claim entirely. 

392. The number of train miles during the period 
of control were less than in normal times? — Yes, that 
is on the whole. 

393. Yes, I am taking the whole? — That is right. 

394. If you pool the wear and tear as you pool the 

receipts ? — Then there is no abnormal wear. 

395. You argument is that there is no case for 
section 7 at all? — That is. right. 

396. Unless you can bring down the claims to that 
position section 7 stands? — Yes. 

397. Agreed to by the Gevernment? — Certainly. 
The next point with regard to deferred liabilities is 
a question of claims which could be made by the 
companies under section 8 of the Ministry of Trans- 
port Act; that is the section we read this morning. 
As I have already explained the claims of the railway 
companies, either under the Act of 1871, the various 
agreements, or the Ministry of Transport Act, will 
all fall to be dealt with by the Railway and Canal 
Commission. I have to mention that since the 
formation of the Ministry the greatest possible care 
has been taken to ensure that directions have not 
been given to the railway companies which would lay 
the Government open to claims for compensation at 
the end of the period of possession. The principal 
directions which have been given to the companies 
relate to increases in rates, fares and charges, and 
to alterations in the rates of wages or conditions of 
service of employees. Certain companies have already 
indicated that they look for compensation from the 
Government in respect of improvement in the con- 
ditions of service of railwaymen which have been 
brought about during the whole period of control. 
There can be no doubt that in the case of certain 
companies the increases in rates, fares and charges 
have by no means covered the cost of operating and 
maintaining those individual railways. Wages were 
not standardised before the war, and the standardisa- 
tion has undoubtedly placed heavier burdens upon 
those railways on which lower scales of pay obtained 
before the war. The liability of the Government for 
any compensation in respect of wages increases is one 
which will have to be vigorously contested. The 
alteration in the value of money and the general 
tendency to improve the conditions of labour by 
higher wages and shorter hours would, it 
is felt, have operated in the case of rail- 
ways whether the railways had been controlled 
by the Government or managed by the companies 
themselves. The increases in rates, fares and charges 
which have been authorised by the Minister are de- 
signed to produce equilibrium on the railways as a 
whole, but if the companies reverted to pre-war 
ownership and management there would doubtless 
be a number of cases where equilibrium had not been 
established. The. proposals of the Minister as to the 
future grouping of railways will reduce these in- 
stances; but even when the grouping has been carried 
through it may be that in, the case of possibly one or 
two groups the increased charges will fail to produce 
pre-war net receipts. It is hoped to set up machinery 
which would ensure that for individual groups the 



pre-war equilibrium is established, and for the 
moment I do not suggest that any claims against the 
Government can ultimately be substantiated in respect 
of alterations in the wages and conditions of service 
of railwaymen during the period of possession. 

398. We will go into the question of the agreements 
and their bearing on railwaymen’s wages and so on, I 
suppose, later, but you have mentioned the bonuses. 
Was not it a case that the railway companies bore a 
percentage, or a proportion, and then the Government 
shouldered the lot in the last case or two cases? — 
I do not know whether you were here, but I men- 
tioned this this morning, that when the first war 
bonus was given it varied according to whether men 
had 30s. or more. The companies bore 25 per cent, 
of that war bonus, which was roughly 3s. a week. 
That was increased to 5s. a week, and the companies 
bore 12J per cent; that was increased to 10s. a week, 
and the companies bore 6£ per cent. There were 
further changes coming along, and it was decided by 
the companies to standarise their contribution to- 
wards the war bonus to the quantum they had paid 
in 1916. That had in effect left the Government with 
the whole of the war bonus of all additional staff. 

399. I intended that question to lead up to this : you 
mentioned “ equilibrium ” a moment ago on the 
question of increased charges. Was there any retro- 
spective element in the increased charges designed to 
meet the position with reference to increased wages 
and so on? — It was intended in the last increase of 
rates to recoup in 11 months the deficit to the Ex- 
chequer of 16 months. The railway increases did not 
come in at a uniform date. Passenger fares and 
season tickets were increased — I think the 5th August 
was the final date. Freight rates and workmen’s 
fares were not increased until the 1st September. 
It was calculated that we had from those two dates 
until the 31st July next year to pick up and try 
and make up to the Exchequer the deficit which had 
already been paid in respect of the months of April, 
May, June and July. I would not like to prophesy 
what is the result now having regard to the disturb- 
ance of traffic which we have experienced this last 
fortnight and also to the rise in railwaymen’s wages 
due to the increase in the index number which, of 
course, has jumped up very seriously during the last 
two or three months. They get Is. a week advance 
for each five points advance in the index number. 
2s. a week rise is equivalent to £3,600,000 a year 
roughly in expenditure; they are enormous figures. 

400. So that there is a pronounced retrospective 
element in the process?— In the present process, yes. 

I think I would like now to explain the machinery 
which was adopted to safeguard the Government in 
connection with the claim of the railway companies 
under the various agreements. As I have already 
stated, the Government at the outset had the advice 
of Mr. Gurney Fowler of Messrs. Price, Waterhouse 
and Company. Qn his death in 1916 he was suc- 
ceeded by Mr. (now Sir) Albert Wyon of the same 
firm. That firm acted as professional auditors for a 
number of railway companies; therefore it was ar- 
ranged that Sir William Plender of Messrs. Deloitte, 
Plender, Griffiths and Company, should be asked to 
assist the Government, so that he could deal specially 
with the claims of the companies for whom Messrs. 
Price, Waterhouse and Company acted in a profes- 
sional capacity. 

401. Did Sir William Plender act in an official 
capacity for the railway companies? — Certainly, but 
in that case it was Messrs. Price, Waterhouse and 
Company. Messrs. Price Waterhouse and Company, 
on behalf of the Government, took every company 
which they were not themselves professional auditors 
to, and Sir William Plender took the balance. Mr. 
Gurney Fowler received a fee of 500 guineas, and 
was allowed to charge for the services of his staff when 
making special visits to the headquarters of railway 
companies — only when making visits to headquarters. 
Sir William Plender received no fee, but rendered an 
account for the clerical services involved. A further 
100 guineas were paid for Ireland. The total 
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payments to these firms for each year during the 
period of control were as follows : 1915, Messrs. 

Fowler and Wyon, £525; 1916, £525; 1917, £630; 
1918, £630, plus £36 expenses; and Sir William 
Pleuder came in with £864 ; so> that there was a total 
there, which is the heaviest year we have had of 
roughly £1,500 to these professional men for the audit 
on behalf of the Government of income and revenue 
expenditure amounting at that time to probably 
£400,000,000 a year; it is now over £600,000,000 a 
year. 

402. Is your suggestion that there was no adequate 
audit? — I think so. It will be seen by the Committee 
that many of the arrangements are regarded as in- 
structions to the companies. These were issued by the 
Railway Executive Committee, acting on behalf of 
the Board of Trade. 

403. I am taking a note of that audit point, 
because that will require further examination. Can 
we get nothing further before us definitely about 

that? We can get the time used in the audit? — 

(Witness) : I think the thing is to ask Sir Albert 
Wyon to come before you. 

404. Their bills will show that? — Yes. This is all 
they charged. They charged for their clerks’ time 
going to headquarters. That is only in the case of 
Wyon and Fowler. First of all, they got 500 guineas 
fee. There is only 100 guineas for that charged in 
the bill for the year. Sir William Plender charges 
for the whole of his clerks’ time, but gives his own 
services ; that is, £864. 

405. Have you got the minute appointing them 
and their duties? — I will circulate the letter appoint- 
ing Mr. Gurney Fowler; that is the only letter there 
is. 

406. Not Sir William Plender? — No. He had a 
copy of the letter, I think, but I will hand to the 
Secretary a copy of the letter appointing Mr. Gurney 
Fowler, so that it may get on the Notes.* 

407. The actual accounts must be very short? — 
They are short. You cau have the accounts if you 
like ; there are no details on them at all. It is a flat 
fee and then the clerical services. I will put :n 
the accounts. It will not take more than two or 
three minutes to give you certified copies of the 
accounts. 

408. The inference from what you are saying would 
be that there ought to be a re-examination of these 
accounts; they were never properly audited — That 
is an enormous task, of course, but even now, we 
are finding certain small points out. We say “ small,” 
because we have got used to such laige figuies. 

* Appendix IV. 



409. Do you think that there was a proper audit? — 

I think, having regard to the large sums involved, 
the audit was not sufficiently extensive. \\ e have 
extended the audit since the Ministry was formed, 
and we have picked up a Considerable number of items 
representing very appreciable money, and many more 
items are in suspense. 

410. That is in regard to current accounts? — In 
regard to the year 1919. 

411. And your argument is that, inasmuch as since 
the institution of the Ministry audit you have been 
able to effect savings of a considerable amount, there- 
fore, it follows, that in the previous years there 
would be probably at least similar savings? — Yes. 

412. Are you fortified, in your opinion, that under 
all the circumstances, the audit was not adequate, by 
the experience that you have had in the last year, 
your knowledge of the amount of work that has been 
entailed, and the enormous expense that would be 
involved, if it had been conducted by private firms? 

Undoubtedly, but 1 should not like to be taken as 

making reflections on the firms who are under dis- 
cussion. I am quite sui'e, for the payments we have 
made, the Government got full value for its money, 
and probably many times over, but it was not an 
organisation designed to cope with a task of this 
magnitude. 

413. To be quite fair, in all probability, under the 
stress of war, it was impossible to provide the clerks? 

I should think it was quite impossible, under the 

stress of war. 

414. That was the situation? — Of course, at that 
time the control was only intended for the war; in. 
fact, it was not specifically said it was going to last 
till the end of the war, but in 1916 Mr. Runeiman’s 
letter altered the nature of the agreement altogether. 
He made it not only fixed for the period of the war 
but for two years after the termination of the war. 
In 1916 nothing much could go wrong in the way of 
over-expenditure; they could not get the men, and 
they could not get the material, but the situation is 
very different now; men and material are plentiful. 

415. When did the Ministry have control? — Not 
till the middle of September, 1919. 

416. So that there was at least nine months during 
the period of demobilisation when a good deal might 
have been done? — Certainly, but of course we are 
examining the whole account for 1919. 

417. Then there is not so much that has arisen 
except in regard to the earlier period? — Yes, we have 
got the whole of the 1919 accounts under our control. 

418. And during the earlier period there was a 
physical restriction of expenditure? — Y"es. 
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419. Witness-. I think when the Committee ad- 
journed last evening we were endeavouring to discuss 
the machinery which had been set up for safeguard- 
ing the Government in these huge transactions, and 
I have explained at some length the arrangement 
with the Government accountants. I will now go 
on to explain the further arrangements which have 
been made. Obviously, the Government accountant 
arrangement was one that could only have touched 
the fringe of the case. Apart from the services 
rendered by the tivo accountants the Government 
relied on the mutual investigation of one another’s 
accounts by the railway companies. For this pur- 
pose a Sub-Committee of Railway Accountants was 
formed, ea,ch member of which was responsible for 
the investigation of the accounts of a number of 
companies. I may say that the investigators were 
chosen with great care on account of the mutual sus- 
picion and distrust from a traffic point of view of the 
various companies. You did not put the accountant 
of, say, the Great Central Company to investigate the 
accounts of a line with which they were keenly and 
directly competitive. Points of that kind had to be 
watched. The reports of these investigators were 
considered by the Accountants’ Committee as a whole, 
and the questions raised by the investigators were 
considered and adjudicated upon, and if, as a result 
of this consideration, points of difference ultimately 
i emained in dispute with the company, the questions 
v ere submitted to a committee of General Managers 
and Accountants, called the Compensation Accounts 
Committee, who further considered the matter after 
affording the company an opportunity of stating its 
case. This committee’s report was submitted to the 
Executive Committee with a recommendation that 
it should he sent to the Government accountants. 
The Government accountants then examined the 
account in the light of the views of the Executive 
Committee, and obtained from them, or the com- 
pany, any further information required to enable 
them to deal finally with the claim. The Govern- 
ment accountant was not necessarily informed of all 
the points considered. He got the points that had 
winnowed through to him and had not been settled 
in the various stages of the investigation, and there- 
fore only dealt with the claim on the documents 
before him. It should he noted that the details of 
the arrears of maintenance claims were not sent to 
tile Government accountant. He merely investigated 
the. final formula with the investigators’ report. 

420. Did the railway accountants examine both 
what you call the compensation account and the 
arrears of maintenance claim? — Yes, and also the 
interest on capital claim — the whole of the claims. 

421. They examined the three, but the Government 

accountants did not examine them? They did not 

examine in detail the arrears of maintenance 



claims. Many important points of misunder- 
standing, or misinterpretation, arise out of these 
arrears of maintenance claims. I think possibly 
the check was as satisfactory as could he devised at 
that time. The investigation of railway accounts is 
a highly technical matter and one that cannot be 
successfully undertaken by men, no matter how 
skilled they may be in accountancy, if they have not 
specialised training in railway work. During the 
war there were physical difficulties, that is, shortage 
of men and materials, which prevented the companies 
generally from carrying out excessive repairs. The 
position now has completely altered. Men and 
materials are more abundant, and some companies in 
certain items have already overtaken the arrears of 
the war. We are also approaching the termination 
of the period of possession, when naturally the point 
of view of the railway companies is bound to undergo 
some change, and the necessity for safeguarding the 
shareholders’ interest becomes more and more 
apparent. In these circumstances, the Minister was 
driven to the conclusion that Parliament would no 
longer be satisfied with the check on this vast income 
and expenditure — some £500,000,000 to £600,000,000 
a year — which had been employed during the five 
years of war. He himself was convinced that the 
machinery for safeguarding the taxpayer was inade- 
quate, having regard to the exceedingly large sums 
involved and the difficulty in tracing many of the 
transactions. The experience of the Ministry’s 
investigators proves this view to be well founded. 
Consequently a small staff of experts was engaged. 
This staff was not intended to, nor does it, replace in 
any way the check previously employed. They form 
an additional check. The accountant on my staff 
attends the meetings of the Accountants’ Sub-Com- 
mittee, which you will remember deals with the 
reports of the investigators. He also has access to 
all the claims, reports, and papers which have 
previously been dealt with. In addition to that, 
investigators from my department accompany the 
railway investigators in the examination of the books 
of certain companies. 1 say “ certain ” companies 
because it would have meant a. very large staff to 
have covered every investigation, but experience is 
showing that we are, in fact, covering a very large 
percentage of the investigations, because we are 
arranging duties so that our men are constantly 
employed on this particular work, whereas 

the railway investigators have their official 
position with their own company, and usually 
an important position — Assistant Accountant, or 
something of that kind — a full-time job for a man. 
This additional check has brought to light a number 
of cases with advantage to the Government, and I 
shall deal with some of them under the various head- 
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ings when we come to the detailed evidence. The 
amount of the savings directly due to improved 
scrutiny cannot, I think, ever be ascertained. In 
some cases items questioned are agreed to be dropped 
by the companies ; in others we amend the items, and 
we may never hear anything more of them, or we may 
never hear the similar items which would have been 
charged in the same way by other companies. Then 
again, a company may reserve this item for appeal to 
the Railway and Canal Commission at the end of the 
period of possession, and simply remain silent for the 
time being. 

I might mention, even in the presence of 
Sir Hardman, that we have had, since the forma- 
tion of the Ministry, the advantage of the Treasury 
Officer in the same building as the Ministry. There 
has always been since the Ministry was formed the 
closest possible contact with the Treasury, and it was 
possible with that arrangement to have the advantage 
of the presence of the Treasury Officer at our im- 
portant conferences with the railways, whether it was 
a Ministerial or an official conference. 

I had prepared some remarks with regard to the 
method of payment and how it was dealt with in the 
Parliamentary accounts, but I really do not think 
they would assist you very much. If you would like 
me to mention it I will do so, but I do not think it is 
very material to the purpose you are enquiring into. 

422. Very well, put it on one side. 

423. You say, “ Dealing with the method of pay- 
ment and passage through the Parliamentary 
accounts ”? — Yes. 

424. On that point I was wondering whether this 
Committee might have before them such papers as 
have been presented to Parliament with regard to 
these railway agreements? — Oh, certainly. 

425. I do not mean at the moment. — Yes. Com- 

mand Paper No. 654 is the one you referred to. 

426. No. I am thinking of papers that came before 
us in regard to the estimates that were presented in 
1919 and 1920, which came before the Standing Com- 
mittee on Estimates ? — I will see that the Secretary 
is supplied with copies.* 

427. I think it would be useful to have those? 
Certainly. I think then I can conclude my general 
remarks by just putting what I understand the posi- 
tion to be in a very few words. The companies’ claim 
is really this : They seek to be relieved from any loss 
or increased expenses arising during control, not 
necessarily due to control. 

428. That is your point summarising your general 

paper? — Yes. The companies seek to be relieved 

from any loss or increased expenses arising during 
control, but not necessarily directly due to control. 

429. It is the difference between “ due to ’’and 
“ during ”? — Yes. That concludes my general state- 
ment before I proceed to detail. 

430. With regard to these estimates, which you say 
your branch have crossed out, by whose authority had 
they got into that position? — They are in the claim. 

431. Supposing a railway company puts in a claim 
for £200,000 for a certain thing, by whose authority 
is that done? Where does it percolate from? You 
have crossed a lot of these things off, you say? — He 
has to argue that the claim which he submits to the 
investigators is built up in accordance with these 
various instructions which are now before you. Of 
course, some of them are open to argument, and so 
on, and mistakes occur, and misinterpretations and 
misunderstandings, and so on ; but it comes to us in 
the form of a claim, compensation accounts claim, 
arrears of maintenance claim, interest on capital 
claim — those are the three claims which we deal with. 

432. A monthly statement of account? — No, the 
claim is a yearly statement. 

* Gmd. 147/1919, 402/1919, 645/1920, 815/1920, 
and H/C 118/1920. 



433. But you get a monthly statement? — We get a 
monthly statement of account, but that is not a 
statement that can be audited in any way. It is only 
the yearly claim that is capable of a complete audit, 
but we do make now and again a spot check of the 
monthly claim to see that we are not being asked 
to pay unduly large sums on account. 

434. These managers who form the Executive Com- 
mittee are managers on their own railways? — Oh, 
clearly. 

435. They put down certain sums of expenditure 
which they say you ought to pay? — That is right. 

436. On the other hand, they were Government 
representatives? — That is right. 

437. If they are managers and Government repre- 
sentatives why do they put these in? — They put in a 
claim as a manager and not as a Government repre- 
sentative; that is clearly so. 

438. Are they cognisant of those claims going in as 
Government representatives? — They may or may not 
be ; it depends on the size of the claim and the size 
of the figure. 

439. Technically they must be, I imagine? — You 
have really put a line of thought into my head, if 
I might follow it for one moment. You referred to 
the managers, but, of course, it has to come to a 
stage lower before you get to the man who is really 
doing the work of accounting. I have referred to 
what I called an Accountant’s Sub-Committee, which 
examines in the first place the claims of the investi- 
gators, and who in fact were the investigators 
themselves in their individual capacity, and not in 
their corporate capacity. Imagine this position : I 
believe the men during the war tried to do what was 
right; I believe they tried their very best especially 
during the early days of the war. I do not think 
they went to this meeting with the idea of taking 
advantage of the Government. I might just put a 
case to you now. A question arose on an investi- 
gator’s report that a certain sum of money, I will 
say £50,000 as a hypothetical figure, has been dealt 
with by accountant of Company A. in a certain way; 
that has been challenged by an investigator. Round 
the table you have probably ten accountants of com- 
panies. It may well be that several of the accountants 
round that table have a similar item, not necessarily 
for the year that had been investigated, but for the 
current year in which they then live. It may not 
have struck them to deal with it in that way, but it 
is more than flesh and blood can stand to have a 
suggestion put forward that you ought to deal with it 
in a way which will recover to your company a large 
sum of money and then vote against that. They 
cannot take the unprejudiced view. 

440. It is a very difficult position? — The tendency 
is there and you cannot get away from it. Their 
check is very useful, and they have helped a good 
deal; I do not want to minimise the work of the 
Accountant’s Sub-Committee at all, but a time comes, 
especially when you get near the end of control when 
the nearer you get the greater the pressure of looking 
out for your own company’s interests. 

441. It is quite natural? — It is natural, but then 
we have to think of the Government’s side. 

442. While we are on this point, may I ask a 
question? This raises something which was not 
clear to me at all. There is not only the Railway 
Executive Committee, but there are sub-committees 
of the Railway Executive Committee? — This was a 
sub-committee of accountants; I explained it before 
you came in this morning. 

443. Then I need not trouble you; I will get it from 
the Note? : — It is on the Note very clearly. 

444. You general statement is very clear. Would 
the members examine Sir George on any questions 
arising on the general statement at this point? 

445. I would rather leave my sifting questions till 
we get to specific principles which we are bound to 
meet with in discussing detail? — They will all arise. 
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446. They will all arise there, and I think in a more 
practical form than in any question that may be put 
on the general statement. I would like to say this : 
I am very anxious to know what was the practice of 
the railway companies relative to depreciation 
account? — I deal with that very fully. The practice, 
of course, was not uniform. Some made provision in 
one way, some in another ; some made no provision at 
all, but set aside what any particular year enabled 
them to afford. There was no uniform practice, no 
standardised system of depreciation of railway pro- 
perty in this country. There should be, but there is 
not to-day. 

447. I think, from wliat I can gather from the 
statement which you have made, a good deal of the 
discussion will arise relative, to questions of repairs 
and replacements. There is a wide difference between 
the two? — Certainly. 

448 ; Repaid charges, I think, in the key industries 
of this country since 1913 have risen enormously? — 
Quite right. 

449. In fact, I have been alarmed. The same will 
obtain with the railway companies? — Certainly. 

450. Materials and wages have risen to such a large 
extent that our repairs accounts are doubled in some 
cases. — Steel rails have risen from £6 10s. to £24. 

451. I think you will agree that that is a clean, 
straight-forward charge a'gainst the trading account — 
I mean the repairs ; I am not talking about replace- 
ments or renewals? — I would rather you did not take 
me quite so far as that. Do you put a limit on the 
amount of repairs? 

452. I am taking in the principle of a repair? — In 
principle, but do not, please, take me quite so far 
that I agree that all work which can be called repairs 
should be a charge against the Government. 

453. May I just illustrate what I mean shortly. 
I will take a unit of plant; I think that is the best 
illustration we can possibly get. It has its vital parts ; 
it has its valves, etc. ; they need attention and repair, 
when you ask me to put ten new valves in, or put a 
new wheel on, and there is a discarding and scrapping 
ahd a replacing and renewing, I do not call that 
a repair; I call it replacement. 

Witness : The railway companies would call that 
a repair in most cases. Very few companies have 
what you would call partial renewal accounts; they 
are very nearly all either renewals or repairs. One 
or two companies have a partial renewal account, and 
that class of work would come under the description 
of a partial renewal, I take it. 

454. Supposing you had an engine and you renewed 
every part except the lever that the man pulled, you 
would not put that to repair? — I am afraid that can 
be done to-day. It is quite possible to-day to re- 
build a wagon except the wheels and put new wheels 
on next year, and you have a new wagon, yet it is a 
repair. Until you get the limit definitely fixed as to 
how much the repair should be, the Government are 
liable to be charged with that wagon Which can be 
entirely done under repairs. 

455. I am dealing with the principle rather than 
the amount? I was dealing with the principle there, 

I hope. 

456. My point is this, that replacements and re- 
newals in principle should be a distinct charge against 
depreciation account, but the repairing of parts 
should be a repair charge? — Repairing with a proper 
definition and limit — I entirely agree with you. 

457. If the railway companies had set aside during 
the last 80 or 40 years an amount annually, or during 
the accounting period, sufficient to renew and replace 
these units of plant as they have fallen out of use, 
and are put on the scrap heap, I want to know to 
what extent that depreciation account has bqen 

brought into account during the period of control? 

I shall deal with that very fully, but I will tell you 
quite shortly now what the principle is: where a 
company has made .a provision in the base year and 
charged the renewals to the provision fund, they 



have been allowed to continue to make the same 
provision as in the base year, but in the case of 
renewals carried out at increased cost the additional 
cost is borne by the Government. 

458. Here again you see we get right into detail, 
which one would rather discuss on a special case. 

459. It is very interesting. 

Witness : 1 shall give you cases as we come to them. 

460. I am particularly anxious relative to these 
two accounts? — I deal with that very fully, because 
it is one of the most important questions on the 
whole thing. 

461. I conceive that the whole thing hangs there. I 
would be surprised to know that if the companies had 
accumulated a depreciation account, provided for the 
day coming when the units of plant must be on the 
scrap heap, of say £250,000,000 or £300,000,000, if 
that has not been used and appropriated during the 
period of control on sound lines? — Well, there are 
weaknesses in it, which I will bring out. 

462. I think that a clear and specific definition of 
what they call maintenance is vital to our inquiry. 

463. Do you go into that fully? — I have prepared 
that very fully. 

464. That being so, I need not trouble you further 
on the general question, except to this extent : with 
regard to these agreements or supposed agreements, 
there is no real instrument of agreement, as far as 
I can see, except that of taking over under the Act; 
that, undoubtedly, I think, is a clear instrument. 

465. Are there not certain agreements which 
the Treasury approved, for instance, the 12-1 per cent, 
to 15 per cent, was an agreement? 

466. Yes, they are letters. 

Witness : It is an exchange of letters ; they are not 
an instrument, I think. 

467. What we want to get at, I think, is this : 
We have the basis which is the taking over under 
the Act; then there are certain letters and further 
commitments; certain letters modifying again; 
certain letters, further commitments and certain 
letters of modification. I think we shall have to 
get down to bed rock and find what is the real 
legal instrument that obtains to-day between the 
railway companies and the Government, alter all 
these modifications have taken place. That, I think, 
will be the instrument that we shall have to discuss 
in detail. If these letters are to be regarded as 
further contracts, we want to bring them out very 
fully. Of course, I would rather discuss it later 
when we get to detail. Generally speaking, I have 
no more questions to put on the general question. 

468. Upon that point, take, for instance, Letter 
No. 47, in which My Lords agreed the addition, as 
suggested, to the amount of 12J per cent, up to the 
end of the present year arrived at by the method of 
calculation set out in the memorandum; is it con- 
ceived that that is a contract on which the railway 
companies could proceed before the Court or the 
Railway and Canal Commissioners? — The railways 
certainly regard it as such. 

469. And do you regard it as such? — I am afraid 
I am bound to say I do. 

470. So that although there is no agreement em- 
bodying all the details in one document there are a 
number of documents which, as far as one can judge, 
are documents upon which an action could be sup- 
ported ? — Undoubtedly. 

471. You have told us or have indicated that, there 
are a great many difficult outstanding questions, 
which are awaiting decision, which are not yet 
settled? — Many of which cannot be settled until the 
end of control. 

472. Does one understand that at the end of control 
there will be a very serious, shall we call it, action 
for the Railway and Canal Commissioners, involving 
extraordinarily intricate questions of great difficulty, 

which will have to be dealt with and decided? I am 

afraid that is inevitable unless some broad settle- 
ment can be arrived at. You will never settle each 
one in detail by consent. 
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473. Are you disposed to believe that such an 
action before the Railway and Canal Commissioners 
will be of almost unparalleled and unprecedented 
magnitude? — I think I could go as far as that. 

474. Is it thought that if this Committee did make 
some recommendation, if that is to be deemed to 
be its function, as to a' broad settlement, that would 
be the idea of the Government in trying to avoid 
that litigation that I have referred to?. — Undoubtedly, 
any recommendation from this Committee would con- 
siderably strengthen the Government, and also re- 
assure the House if the Minister acted in accordance 
with the recommendations of the Committee. 

475. So that in your view it would be most 
desirable that we should, if possible, approach this 
problem from that point of view, with a view, of 
assisting, if possible, in finding some solution of these 
difficulties without going to the Railway and Canal 
Commission? — On broad lines, yes. 

476. I have asked most of my questions duiing 
Sir George’s examination, but there is one thing 
I should like to ask him now : does he intend to 
bring out the statistics that he has inaugurated 
during the period of Ministerial control for the 
purpose of checking expenditure; I do not think he 
referred to that? — No, but I propose to do that, but 
rather after I have dealt with the question of accoun- 
tancy ; in fact it comes right at the very last few pages 
of my proof, but 1 do deal with it quite fully at that 
stage. 

477. I should like to ask a few questions on the 
general machinery that has been at work that has 
been outlined in order to see whether I have got it 
clearly in my mind. This business starts from the 
War Office? — The Secretary of State for War takes 
possession of the railways. - 

478. The Secretary of State for War takes 
possession of the railways under the Act of 1871, 
which provides for taking them week by week? — That 
is right. 

479. And in the first letter there is a reference made 
to an Executive Commitee? — Yes. 

480. And that Executive Committee, I understand, 
was formed in connection with a defence scheme? — 
That is so, yes. 

■181. And it would have to carry out the technical 
instructions — the military instructions — of the War 
Office; that was its function? — That was one of its 
main functions — the instructions of the War Office and 
the Admiralty for the movement of troops, stores and 
munitions. 

482. Was it considered when this Committee was 
formed originally that it would have to conduct very 
considerable financial transactions? Was the main 
object a military object, or a financial object? — I 
should say the main object was the military object. 
If you would not mind I would much rather Sir 
William Marwood answered this question for himself ; 
he was the responsible officer at the Board of Trade. 

483. I am dealing with the Railway Executive Com- 
mittee? — Sir William Marwood was the responsible 
officer at the Board of Trade who had the appointing 
of this Railway Executive Committee. I was not 
then in the Government Service; I have seen no papers 
with regard to their appointment; my information is 
just general information which I knew as a railway 
officer at that time. Sir William Marwood will be able 
to give you first hand evidence on that point as to 
exactly how the Committee came to be appointed, and 
what were its definite functions. 

484. Very well, I will not pursue that much further. 
I am going on to ask how the Board of Trade came 
into it. I take it from what you say that under 
the defence scheme this Executive Committee was 
formed and a relationship set up between it and the 
War Office through the Board of Trade? — That is so, 
yes. The Board of Trade really was the responsible 
Department of State, but of course instructions to 
the railways in connection with the war were given 
'direct by the various fighting services. 



485. So that when war broke out and this action 
was taken by the War Office they had to their hands 
an Executive Committee that was able to start opera- 
tions at once? — With local organisations throughout 
the country which enabled them to act immediately. 

486. Of which the President of the Board of Trade 
was chairman? — Yes. 

487. The operation there was quite simple. The 
railways were taken possession of, they were taken 
possession of under an Act, and that Act laid down 
what compensation was to be given. At the outset 
the thing was very simple? — -Yes. 

488. Assuming for the moment there had never 

been any payment on account, assuming that the war 
had only lasted for, say, six weeks Or that posses- 

sion had only lasted. 

489. Or that possession had only lasted for six 
weeks, no money would have passed; there would have 
been no modification, and the ■whole thing would have 
been settled at the end. There would have been a 
claim sent in; that would have been the position? — 
That would have been the position. 

490. So, so -far as the Treasury were concerned, the 
Treasury were not interested in the original arrange- 
ment. There was an Act, and the Act laid down 
what compensation should be paid, and the Treasury’s 
interest would only commence assuming that there 
had been no modification when the claim was pre- 
sented to see that it was a claim in accordance with 
the Act? — When you began to define the claim. 

491. When you began to define the claim, yes, but 
immediately there was a modification suggested, or 
immediately there was an attempt made to define the 
claim, then the Treasury became interested ? — 
Absolutely. 

492. It was not for the War Office, then, to say?— 
No. 

493. Then the Treasury came in, and the thing had 
to be referred to them? — Yes. 

494. So the position is, you have the Cabinet; the 
Secretary of State for War as a Member cf the 
Cabinet takes possession of the railways ; the Presi- 
dent of the Board of Trade acts as chairman of a 
committee really of the War Office — the Executive 
Committee? — I do not know about a committee of the 
War Office — a committee of the Government if you 
like. 

495. Raihvays were under the Board of Trade? — 
Yes. 

496. Yes, for ordinary peace purposes, but here the 
war has come on; the Secretary of State for War has 
got control of the railways; the Executive Committee 
is his Committee, as I take it. The President of the 
Board of Trade is acting as chairman of this 
committee. 

497. Nominally. 

498. l T es. 

Witness: He is chairman, but there was also an 
acting chairman. 

499. I want to get the sequence. There is the 
Cabinet, the Secretary of State for War, the Presi- 
dent of the Board of Trade, who is acting as chair- 
man of a Railway Executive Committee. 

500. But why is he acting as chairman? — Because 
the railways are under the Board of Trade; that is 
the reason. 

501. He has been put there, obviously, as the most 
suitable person, and he has as advisers certain per- 
manent officials in the Board of Trade, who are there 
because of their experience and knovdedge of the 
railways in time of peace; that is the position? — 
Witness : That is so. 

502. That is at the very outset. Then, within a 
few days, there comes to be a suggestion for a defini- 
tion of the claim? — That is so. 

503. Where did that originate from? Did that 
originate from the Railway Executive Committee, or 
did that suggestion originate from the Government 
that the claims should be defined ? — I really could not 
say ; it must have arisen in correspondence, because 
the first letter we have is Document No. 2 on your 
print. 
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504. Which is a letter saying they are prepared to 
agree. That letter appears to suggest that this 
letter came from the. Railway Executive Committee? 
— You would infer that from the letter. 

505. Will you endeavour to ascertain where the 
original suggestion came from? — I will ascertain, 
but Sir William Manvood is coming here on this kind 
of point. 

506. We will keep a note of that communication. — 
Witness : It is much more satisfactory to you, I 
think, to get it first-hand than my just saying what 
I am told. 

507. I want now to enquire exactly into the status 
and powers of this Railway Executive Committee. 
It comes into being under a defence scheme ; it 
comes into being under a scheme which is going to 
work under an Act which provides for taking hold 
of the railways week by week; it comes into existence 
through the War Office, who are, of course, concerned 
in the main with questions of military operations? 
— Just for one moment, if you remember the Act of 
1871, it must be a Secretary of State who takes pos- 
session of the railways ; the President of the Board 

of Trade in his official capacity could not do that it 

had to be the Secretary of State. 

508. I quite agree. This Railway Executive Com- 
mittee is a nominated committee? — An appointed 
committee. 

509. Do they come on to this committee in any 
sense as agents with power to bind their companies? 
— Each general manager, subject to his own Board, 
could bind his own individual company, but the 
general managers, as a collective body, could not 
bind the companies as a whole. 

510. Did each general manager come on that Board 
with power to bind his own company? — That I could 
not say. I should think in a very important matter 
like this the Board would require to be consulted 
and to confirm an arrangement of this kind, which 
had very far-reaching results. 

511. You do not know just what happened? — I 
should think, at any rate, the bigger companies’ 
directors would naturally confirm an arrangement 
of this kind. 

512. At all events we can get that precisely from 
Sir William Marwood. As far as I see it, then, there 
was this Railway Executive in existence, and outside 
this Railway Executive there was another body called 
the Railway Companies’ Association? — That is a 
standing body which has been in existence for a good 
many years, and still does exist. 

513. Can you tell us something about that Railway 
Companies’ Association? — That is an association of 
the larger companies who meet from time to time, and 
they have a Secretary. When questions arise affect- 
ing railways as a whole as apart from individual 
companies, action is taken through that body. It is 
a co-ordination of the railways for protection, and 
that kind of thing. 

514. That is just the kind of body that would be 
concerned with this situation, because this was a 
situation which did affect railways as a whole? — 
Certainly. 

515. And very naturally they would be discussing 
the whole position and considering what was the 
effect of taking over? — Yes. 

516. If they wanted to bring their views before the 

Government what channel would they employ? .tfhey 

could have come direct, or they could have appointed 
a sub-committee of general managers to put their 
views. 

517. Would their views come to the Government 
through the Railway Executive? — That was the 
channel through which their view’s did come. 

518. Then would the views of the Government go 
to the Railways’ Association through the Railway 
Executive ? — Certainly. 

519. So that the passage from one to the other was 

through the Railway Executive? Yes. 

520. Were the Railway Executive in any sense the 
servants of the Government? — They were the agents 
of the Government undoubtedly. They gave ah in- 
structions to individual companies on behalf of the 
Governmovt; they were the advisers of the Govern- 



ment in many ways. Just to give you two examples 
of that to show that the Government did regard the 
Executive Committee as advisers, first of all I will 
refer to the special agreement with the District Rail- 
way which is now defunct, but that agreement was 
referred to the Executive Committee for their com- 
ments. We need not go into the merits of it, bu$ 
this is the way they were used : when the instructions 
with regard to the Irish railways were in draft the 
English Executive Committee were asked for its 
views on that document as advisers of the Govern- 
ment. They were agents and advisers of the 
Government as well as managers of their own rail- 
ways. 

521. By what authority did they become this 
Government advisory body? — They were appointed in 
some way by the Board of Trade. I think Sir 
William Marwood, or Mr. Twentyman, could bring 
the actual letters of appointment; that would be a 
document you really ought to have. 

522. They were agents, they were advisers, they 
were rendering services to the Government; did they 
receive any consideration for their services? — Noth- 
ing, beyond their pay as railway general managers. 

523. Did they receive any consideration from the 
Government? — In salary? 

524. Yes. — None whatever. 

525. They were paid by the railway companies, but 
the railway companies recovered that from the 
Government through their compensation account; 
their salaries were a charge on the State. 

526. Only in the event of a deficiency? — True. 

527. So that they were precisely in the same posi- 
tion as before the war as far as their remuneration 
and recompense were concerned. The taking over of 
the railways by the Government made no difference to 
them? — None whatever. Their salaries were fixed by 
their Boards and were, paid through the usual 
channels — through their own accountancy arrange- 
ments. 

528. Supposing the Railways Association had 
wanted to rvithdraw them from this, could they have 
done it? Supposing any company wanted to with- 
draw its manager from this Board, could it have done 
it? — I think any general manager could have resigned. 

529. That is another point. Supposing a company 
had dismissed a general manager, how would it have 
affected his position on this Board?— His appointment 
to the Committee would have been withdrawn by the 
Board of Trade undoubtedly if he had been dismissed 
by his company. 

530. So that his position on this Board really de- 
pended on his relationship with his company? Oh, 

entirely. 

531. Could the Secretary of State for War, or the 
President of the Board of Trade, have discharged a 
general manager? — Not for one moment do I say 
that; I do not think they could. I understood the 
question was, that if the company had dismissed 
their general manager, would he have retained his 
seat on the Executive Committee, and my answer 
is no. His appointment would undoubtedly have been 
withdraw’n by the Board of Trade, who had originally 
appointed him. 

532. So that his position on the Committee de- 
pended on his relationship with his company? — Yes. 
One or two changes did take place in the personnel 
of the Executive Committee. 

533. Suggestions were made, we do not know at 
this point from which source they came, for definitions 
of the claim. We do not know at the present moment 
whether the Government suggested that the claim 
should be defined, or vdiether the railway companies 
suggested that the claim should be defined?— From 
the correspondence one could infer, I think, that it 
had been a suggestion from the railway companies. 

534. Coming through the Railway Executive ?— 
That is so. 

535. A suggestion of that kind in practice would 
be formulated, assuming that it came from the rail- 
way companies, firstly in the Railways Association? 

Well, the rail-way companies W’ould be acting as a 
committee for the association; you cannot divorce 
them. 
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536. Some of the committee of the Railways Asso- 
ciation? — It would be the same people, of course. 

537. It wuld be formed outside the Railway 
Executive Committee as a committee? — But of 
members of the committee, no doubt. 

538. With other members? — Possibly; possibly not. 

539. Being formulated outside the Railway Execu- 
tive Committee, it would presumably be formed in 
the interests, and in the natural interests, of the 
railway companies? — One could assume that.. 

540. Then it would come before the Railway Execu- 
tive Committee, who have to pass it on to the Govern- 
ment, and then, in the Railway Executive Committee, 
is it assumed that it would have to be considered from 
the point of view of the Government? — Well, I do not 
assume that. 

541. You said the Railway Executive Committee 
are the agents and advisers of the Government? — 
They are. I think myself when they are dealing 
with large sums of money affecting their own 
interests, it is difficult to ask any body of men to 
buy and sell; that is really what it comes to. 

542. It may have been asking more than is 
possible, but theoretically they were there in the 
position of advisers to the Government? — In theory 
you are right. 

543. It is to be assumed when it arrived at the 
Railway Executive Committee it would be in the 
interests of the companies; when it left the Railway 
Executive Committee and passed on to the Govern- 
ment the theory is, at all events, that it would be 
put forward in the way of advice and recommenda- 
tion? — I do not know that I woidd put it quite so 
high as that. I think they put it forward as their 
claim, and I do not think when they were dealing 
with their own affairs they said: “ This is our claim. 
Someone else has put it to us; we have examined 
it, and we recommend you to do so and so.” They 
merely put it forward. “ This is the claim of the 
railway companies.” Although the Executive Com- 
mittee, and writing on paper which was headed 
“ Board of Trade, Railway Executive Committee,” 
they were, in fact, pleading and stating their railway 
case. 

544. Your view is that the theory broke down ? — 
Yes. 

545. They were no longer advisers? — Quite. 

546. Then it comes on to the permanent officials 
of the Board of Trade? — Yes. 

547. It comes to the Board of Trade; the perma- 
nent officials consider it, and they must advise the 
President on the matter, and then it goes from the 
Board of Trade, as far as I can gather, to the 
Treasury? — That is right; that is the normal course. 

548. Then the position of the TreaSury, when it gets 
it, is that it has got something which has come from 
the Railway Executive, which, at all events, is in 
theory the adviser of the Government, which is 
enforced by the permanent officials of the Board of 
Trade? — Yes. 

549. And is put up to them for sanction ? — Yes. In 
some cases, of course, there was an intermediate 
stage when the Government accountant was consulted 
as well. 

550. I am coming to that in a moment. The 
position is that it reaches the Treasury in that form. 
Then when the first suggestion reached the Treasury 
foi a definition of the claim, of course, the Treasury 
were in it. They had got to sanction it. The 
responsibility came on them? — The responsibility 
came on them. Of course, I take it that the Treasury 
would never relieve the Department of responsibility. 
There is a Departmental responsibility, even if 
Treasury approval is required. 

551. I quite agree. Then the provision that the 
Treasury made to safeguard themselves was the pro- 
vision of audit — the machinery of audit was set up? 
— Yes. 

552. Was that a machinery of the Treasury or a 
machinery of the Board of Trade? — I should say it 
was a machinery of the Board of Trade. 



553. I see these letters here which appoint the 
Auditor are letters that are written from the Board 
of Trade, so that really when the matter reaches the 
Treasury it has behind it, not only the Departmental 
authority, but it has also behind it the extraordinary 
authority that was obtained by the appointment of 
these Auditors? — When they were consulted, of 
course that is so. 

554. Then, of course, when Treasury sanction was 
given the whole thing was complete? — That is so. 

555. And we have got, of course, in these documents 
numbers of letters which indicate that the whole of 
this machinery that we have been going through was 
gone through? — Was working. 

556. That is on the general machinery. I should 
like now to a'sk you one or two questions on the way 
in which we are going to have the details of the claim 
set out before us. In these documents there are set 
out 17 sections — sort of classifications. You have 
given us a general statement, and you are going to 
put before us some detailed idea of the heads under 
which the claims will arise? — Yes. 

557. It has been put to you that there is likely to 
be a very big action, it may be a great number of 
items making up a very formidable claim, but I 
suppose that those items will be able to be grouped 
under a number of heads? — Oh clearly. 

558. With regard to these sections here there will 
not be a claim under each of these sections? — No. 

559. There will not be 17 heads? — Oh, no. 

560. There may be perhaps six or seven? — Yes. 
There will be three main heads, and they will be sub- 
divided themselves. I think there will be more than 
three. There may be disputes on the question of net 
receipts. 

561. 1 will not ask for the detail; there may be 
three main heads, and they may be sub-divided? — 
That is so, three, four or five heads with sub-divisions. 

562. Is there any section here which deals with a 
main head? When you come to deal with a main 
head will we be able to turn up a section here and 
see all the documents referred to? — The documents, of 
course, refer in many cases to more than one heading, 
as you will have gathered in going through them. I 
am afraid when the arrangements were made, things 
of course were in an early stage, and there was no 
ordered system. We will have one kind of thing in 
one document, and another in another, but you have 
a document like the Blue Book that embraces almost 
every kind of claim that can arise. I am dealing with 
them in sections, and I shall refer you to the various 
books and papers which will help in considering the 
matter. There is a section here which of course is a 
very important one, section 8, instructions with regard 
to the preparation of claims for arrears of mainten- 
ance. Those sections overlap in many places, of 
course. The question of war bonus, section 2, is quite 
a clear section, and that there can be no question 
on at this day. 

563. When we get these details before us, will you 
at some time or other be able to give us under each 
heading, the detail of all the documents on which 
you rely for that? If, in the course of your examina- 
tion you refer to a document here or there, will you 
be able to give us a schedule? — I do not think you 
can ever get a more complete schedule than this. 

564. Take what happened yesterday; you were going 
through a claim and you referred us to page 36, 
document 41, ahd then later, almost following that, 
you turned us back to page 26, document 35? — That 
was history, of course. 

565. One would never have been able to have done 
that without considerable trouble if you had not been 
able to point the way. I was wondering whether you 
would have been able to help us by giving us with 
each of these claims a reference — I do not mean in 
the examination; you might circulate it — to the docu- 
ments on which you rely? — I think I could do that. 

I am very anxious, of course, to help in every possible 
way, and I have very freely margined my proof with 
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references to documents, and I think probably one 
can make an abstract of them and do anything one 
can to help. 

566. Might I ask one question which arises out of 
the questions put on the subject of the Executive 
Committee ? 

567. Yes. 

568. As a matter of actual fact, was not it true 
that in all matters affecting the financial interests of 
the companies the Executive Committee acted as 
servants of the railway companies, and in all matters 
affecting technical administration, they acted as 
representatives of the Government; was not that, 
broadly speaking, true? — I do not think that would 
be quite consistent with the functions of the Account- 
ants Sub-Committee and the Executive Committee 
when they come to consider the reports of that Com- 
mittee. There they were avowedly acting as the 
caretaker of the Government purse. They were 
examining the railway companies’ claims under these 
agreements. 

569. That is the Accountants Committee? — In 
points of dispute, if you remember, I explained that 
supposing there was a difference of opinion on the 
Accountants Committee, or if the Accountants Com- 
mittee were unanimous and the companj' claiming the 
item was still unsatisfied, they had a right of appeal, 
first of all, to a Compensation Accounts Committee 
which was composed of two or three general managers 
and two or three accountants. If the same difficulty 
continued, if either there was a difference of opinion, 
or the companies remained unsatisfied, it went to the 
Executive Committee, who, I think, under those 
circumstances, you are bound to consider as acting 
entirely as agents of the Government and not as 
representing the companies. 

570. How would you qualify these two points that 
have been put, in order to get the basis? 

571. If this were true, there would not be really 
any conflict in their duty, and what one would like 
to know would be to what extent is this not true : 
that in matters affecting the financial interests of the 
railway companies the Executive Committee acted as 
the servants of the railway companies : in matters 
affecting technical administration they. acted as repre- 
sentatives of the Government? — No, it is a long way 
from being true. I could not amend that to make it 
exactly tally with the facts. 

572. I wanted to be quite clear on the point? — You 
see the whole onus of interpreting these documents 
in the first three stages of the enquiry was with the 
railways — no Government representative present at 
all, no Government Auditor called in. They could 
deal with a claim and pass a claim quite in good faith, 
but it ended there. The Government Auditor was 
never aware that a difference had arisen. 

573. I suggest that you should give that to Sir 
George and see if he can draft something on those 
lines. 

574. Sir George has it. I just wanted to get quite 
clear in my mind, at all events, that that was not 
true. 

575. I would like you, Sir George, if you would, 
to put your mind upon that and see what you can 
get; it would be very interesting? — With pleasure; 
I can get it from the Notes. 

576. I would like to ask one further question on 
the Accountants’ Sub-Committee. This arises out of 
what you said in your evidence. Would this be the 
fact, that assuming this Accountants’ Committee has 
met together ; they had a particular item put before 
them to determine as to whether it should be granted, 
or not granted. In nine cases out of ten, if they 
turned down that particular item they would not only 
be giving a decision of fact against a particular com- 
pany, but would be giving a decision of principle 
which would be against the whole of their companies? 
— In many cases that would be so. 

577. The decision of fact against a particular com- 
pany would be in many cases a decision of principle 
against the -whole of the companies? — Round the table, 
Yes. 



578. Which would place them in a very difficult 
position? — An almost impossible position. 

579. That is a very important question. Now, Sir 
George, we will take the detail? — I think the first 
document that we ought to refer to is the memo- 
randum of instructions to railway companies lor the 
preparation of accounts to be presented by each 
company, in order to arrive at the compensation pay- 
able by the Government. That was issued in March, 
1915, and is commonly known as the Blue Book : it is 
Document No. 39, page 28. This, as I have already 
stated, lvas issued in March, 1915, and therefore 
we had had control of the railways in operation for 
roughly six months before any detailed instructions 
were issued as to the preparation of the accounts. 
This document you will remember, was circultated to 
the Houses of Parliament in Command Paper No. 654, 
when we tried briefly to explain to Members what 
were the railway agreements and the obligations 
arising under them. I will take it section by section, 
but in some cases I will ask you to defer a particular 
section, because it comes in more properly at a later 
stage of my evidence. Section 1 of this document 
merely indicates the general basis which was first 
arrived at for determining the compensation to be 
paid to the railway companies. We have already 
spent a considerable time in discussing that, and I 
do not think I need trouble you further, except to 
state that the amount guaranteed to the railways in 
Gieat Britain was roundly £45,600,000 a year. That 
is exclusive of any allowance for interest on new 
capital. I cannot give an exact comparison of that 
figure with any previous years because of the altera- 
tion in the method of compiling the railway accounts 
under the Railway Companies (Accounts and Returns) 
Act, 1911. 

580. When you say the years previous, you mean 

the years previous to 1913 ; you have that figure for 
1913? — We have that figure for 1913. I can give com- 
parable figures for 1913 and the two previous years, 
but not identical with the figure I have given, because 
of the alteration in the accounts, and the figure 1 
give you now is the amount available for interest and 
dividends of all the controlled railways in Great 
Britain, and these are the figures for the three years : 
1913, £46,499,000; 1912, £44,168.000; 1911, 

£45,191,000. I merely put in those figures to show 
that from the net receipts point of view at first 1913 
was a very big year for the railways. 

581. Is that figure of 1913 the total of the first 
seven items above-the-line? — No, that is the total 
amount available for dividend. The division above 
and below-the-line was made in the accounts of 1913, 
and I cannot reconcile that above-the-line figure. 

582. The figure that you give for 1913 is the first 
seven items? — No. The first seven items come to 
£45,600,000. When you get the whole amount 
available it is £46,499,000, and I can only compare 
that amount with previous years. 

583. Can you tell me what interest that would show 
on the total capital employed? — Capital, I am afraid, 
is a loose term. Do you mean capital expended, or do 
you mean nominal capital ? 

584. I mean the capital employed by the companies 
— all capital necessary to run the concerns? — There 
are millions of duplicated stock; do you want that in 
the account or not? 

585. I want everything in the account if it is 
capital employed? — But millions of pounds do not 
represent capital. Take the Midland ordinary stock 
for example; that was raised as ordinary stock, and 
it was later on divided into preferred and deferred, 
and each £100 became £200 of capital. 

586. Take the actual capital? — The actual capital 
spent? If you like I will give you that figure, 
speaking from memory, 4-29. If I want to correct 
that figure I will, but I think that is the figure. 

587. That includes debenture and preference? — 
That is the average of earnings on all railway stock. 
4.27 is the dividends paid; you can take that figure. 
Section 2 of this document deals with the definition 
of net receipts which I have explained rather fully 
in the general statement. The arrangement to 
guarantee only , certain items of net receipts has 
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resulted in many points of difficulty having to be 
determined, and I would like to give one or two 
illustrations of that at this stage. Tinder an agree- 
ment, one railway company became liable to make 
payments to another company in respect of traffic 
worked over its lines the payments being based on the 
volume of traffic, but subject to a minimum payment 
-^-tliat is one company was going to run over another 
company’s line and make a payment of so much a ton 
with a minimum payment of so much a year. The 
amount was first paid by the working company 
during the period of control and was dealt with by 
that company as a deduction from traffic receipts 
above-the-line. They reduced their receipts by the 
amount they had to pay to the company owning the 
line they worked over. The company owning the 
railway, however, appropriated these amounts below- 
the-line on the ground that the payment was in 
respect of a lump-sum toll and therefore not pro- 
perly credited above-the-line. There could be no 
question that if the volume of traffic had exceeded 
the minimum the receipts were pure and simple 
traffic receipts and belonged to the Government. The 
case is probably being taken to the Railway and 
Canal Commission for decision. In this case no' 
question of 1913 practice could arise, because the 
running powers were first exercised after possession 
was taken. 

Another difficulty has arisen in connection with the 
same arrangement. Rent is paid for the use of an 
engine shed, the company paying the rent having 
charged it as a working expense to the Government, 
the receiving company appropriating the money as 
rent, below-the-line. It is contended by the Govern- 
ment that the rent payable is not a working expense 
but a charge below-the-line and a retrospective 
correction is being claimed. Reverting to the first 
instance as an illustration of the difficulty, I might 
say that although the companies had claimed to ap- 
propriate this minimum toll below-the-line the charge 
for maintaining that railway is a charge to the 
Government. 

588. On those items, what have the accountants 
done? Take the first, the railway accountants, and 
then if it went to their sub-committee, and then if it 
came to the Government auditors F — The accountants 
agree with our view in the first case, but in the second 
case they had not found it out ; we discovered it our- 
selves. There is another ease I might mention here; 
I think I can remember the case, and it is a very 
interesting one. It is only to illustrate the possible 
misunderstandings as to what is properly net receipts. 
It is a case of large stables fully occupied before the 
war by railway company’s horses. The maintenance 
of those stables was properly a charge against the 
Government. For one reason or another the stud has 
been materially reduced. Some of those stables have 
been rented. The rent is taken below-the-line. There 
was an asset used for the undertaking before the war 
converted to different purposes, and the income from 
that asset appropriated 1 to the company’s net profit. 

589. They were rented to some outside person F — 
Yes. 

590. Not a railway? — No. 

591. Let me just follow that for a moment. Sup- 
posing we had these stables which were costing us 
£100,000 a year to run during the standard period, 
and that is closed down during the accounting period, 
the Government would benefit to the extent of 
£100,000 a year? — There is the question of traffic, of 
course. 

592. So it might not be absolutely improper that 
the rents should go below-the-line. Supposing the 
result of ceasing to use the horses for some particular 
purpose did reduce the cost of running the railway, 
the Government would get a direct benefit by a re- 
duction in the amount they had to make up? — Could 
I answer that with another illustration. If the con- 
tention of the company is right/ there is nothing to 
prevent every railway in London hiring carters like 
Pickford’s and Carter Paterson’s to do their cartage 
on a tonnage basis, which could be properly charged 
to the Government but renting to someone else the 
whole of their stables. 



593. I quite agree; that is another case? — It is the 
whole case, and this is a part of the case. 

594. One other point with regard to the illustration 
you gave before. There one is in a difficulty. It is 
a question of comparing like with like. If during the 
standard period there had been the practice of paying 
a rent, say, from one company to another company 
and the first company debiting it above-the-line, and 
the other one crediting it below-the-line, if that is 
done in the standard period would there be any 
objection to doing it also in the accounting period? 
— It is very unfortunate for the Government in this, 
particular case. 

595. It would depend upon how far the practice 
varied. We have had this point brought up against 
the traders in another connection, always that the 
practice in the standard period governs the proper 
practice in the accounting period? — The whole 
difficulty here arises as to whether this is a 
lump-sum toll. If this were a lump-sum toll we would 
not raise it, but this is a toll on a tonnage basis, sub- 
ject to a minimum payment. If the traffic had been 
more (observe the logical point of the company) and 
the minimum had been exceeded, no one could then 
have contended that the payment was a lump-sum 
toll. 

596. Bo 1 understand that monies received by one 
company from another for services rendered or 
facilities granted were not brought into account by 
the company to whom the consideration was paid? — 
In this particular case, certainly not into Government 
account. 

597. Such facilities ■would involve wear and tear, 
wages, and all the running costs? — The result was 
the working company did not solely use the line ; of 
course, it would maintain the line. 

598. And the services of signalmen? — Certainly. 

599. The wages account? — Certainly. 

600.. The repairs account? — Yes. 

601. The renewals? — Certainly. 

602. Do you hold the view that it should be brought 
into account? — Certainly I do, and that is the view 
we are maintaining. 

603. Do I understand that if a company has a line 
and is not working that line, but leases it to another 
company, in the first place, they have to make returns 
under the 1911 Act? — Oh, clearly. This is not a 
lease; it is only a grant of running powers. It is 
being fully worked by the owning company, but 
another company is granted the running powers ; it 
is quite a common thing. 

604. It is not a lease? — No. 

605. What would happen in the case of a lease? — 
I do not think that case would ever arise of working 
continuously a railway in that way. The company 
not working the railway -would lease the railway, but 
there has been no case of leased railways during the 
war. 

606. We are not dealing with a case in which some 
company has formed the line and leased it? — No. 

607. It is the case of a company running over 
another company’s line? — Yes. I mention these three 
things just to illustrate that even on the. simple point 
of what are net receipts difficulties arise, and, of 
course, the whole of these difficulties would have dis 
appeared if the guarantee of the Government bad 
extended to the whole of Account No. 8, and not to 
the first seven items which we call above-the-line 
items. It is just to illustrate and emphasise that 
point. 

608. As I understand it, the difficulty arises here 
that if the railway companies can transfer from 
above-the-line to below-the-line they benefit. What 
is the position with regard to that as a lump sum ; 
does that amount to anything really very much on 
the total costs? — No, there cannot be much of that. 
It shows how one has to watch the receipts as well as 
the expenditure side on behalf of the Government. 

609. Shall we have figures showing the relative 
variation between the below-the-line receipts since 
1914 and those in 1913? — We can put that in cer- 
tainly.* 

* Appendix V. 
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610. It would be useful, I think, if we could see the 
total below- th e-line receipts in the standard period 
and the total below-the-line receipts in the subse- 
quent period P — Certainly. 

611. You have not yet got to the point of the 
amount of difference between the Government and 
the companies? — I could not put a figure on it. 

612. There is nothing sufficiently advanced or com- 
plete? — Not to make a statement. 

613. But this you have? — That is the receipts 
below-the-line only; you would like it each year, would 
you not? 

614. I think the Committee would probably like 
it each year. 

615. You mean the difference between above and 
below ? 

616. One would have liked to know what woidd be 
the actual effect., supposing it had been a clean total 
receipt. 

617. Yes — how much money is involved in that? 

Tl'if iiess : My accountant has reminded me that I 

may have a difficulty with some of the smaller com- 
panies. If I give it to you for the 20 or 30 repre- 
sentative companies that will probably meet the case? 

618. Certainly. 

619. Witness : Section 3 is a series of instructions 
to railway companies enabling them to deal on a uni- 
form basis with certain items on the receipt side 
of the account, such as season tickets, mails, &c. 
Similar instructions will have to be drafted at the 
end of control, but a point arises in connection with 
subsidiary receipts which I might mention at this 
stage. It is another illustration of the difficulties. 
The general practice of the railway companies was to 
credit the receipts of a subsidiary character on 
passenger platforms such as cloak rooms, lavatories, 
platform ticket machines and the like as railway 
receipts; that was the usual practice. In the case 
of one company they were only installing platform 
ticket machines in the year 1913, and the cost of the 
installation was charged to a suspense account, the 
receipts were credited to the same account, and the 
company contends that it is strictly entitled to follow 
the 1913 practice and exclude from Government 
revenue the receipts derived from these sources. 
There is a substantial amount involved there of 
nearly £10,000 a year. 

620. Where do they debit the wages? — There are no 
wages; these are platform ticket automatic machines. 

621. And the railways contend that that must not 
be brought into revenue? — It is interesting to note 
that the Accountants’ Committee supported the 
Ministry view on this, but the Government Auditor 
in previous years had given a decision contrary to 
the Ministry’s view. 

622. Supposing they had invented a patent that 
would reduce coal consumption one-third, what would 
they have contended then? — I do not know, I am 
sure, what they would have contended. 

623. We were paying for the brains of these officials, 
and they decided to adopt the policy of installing 
automatic machines. Do you consider that we are 
entitled to the full benefit of the services, invention 
and organisation of such servants? — The Government 
are entitled. 

624. Then why does this question arise ? — It is a 
question of £10,000 a year ; I do not think there is 
anything else in it than that. 

625. It seems to me a very strange thing, if we have 
a staff and are responsible for their salaries. 

626. I suppose it is a fact that where railway com- 
panies prior to the war had established these machines 
they did make it a regular practice and a very proper 
practice of setting against the cost of the machines 
the revenue that they received in order to wipe it 
out ? — Oh quite. 

627. The question is now, whether, when that prac- 
tice is adopted afresh during the war by a new com- 
pany, it is a proper thing that the Government should 
receive that? — The practice was adopted before the 
war. You cannot go on, to wipe out the cost of 
machines costing a few thousand ponndj, and credit 
£10,000 a year during the whole period of control. 

I maintain that all reserves, even if made in 1913. 
as soon as the object of those reserves has been 



achieved, should cease to be made. If you have 
written down an asset completely you have no right 
to go on making that reserve at the Government 
expense. As a matter of fact, my accountant reminds 
me now in this particular case that for the first half- 
year to June, 1914, the receipts were written into 
revenue, and then altered. There is another in- 
teresting case. During the period of possession a 
company entered into an arrangement whereby a 
rebate of 2d. per ton to traders in respect of certain 
traffic was granted. This allowance was entirely a 
canvassing allowance in my opinion. There could be 
no object in a company giving a rebate when their 
receipts were guaranteed. They were having an eye 
to the post-war position. The amount is not large, 
but it was only brought to light when my investi- 
gators went down to their investigation of the ‘1919 
accounts. The view that the Ministry held is that 
such an arrangement to secure traffic should not be 
entered into during control, as the receipts belong to 
the Government, and rebates of this kind should not 
be at the expense of the Government. 

628. Was the object of that to hold the trade? — I 
think it was to hold trade after the end of control. 
This is where you get an illustration of the difficulty 
of the Accountants Sub-Committee. My accountant 
raised this question with the investigator. The Sub- 
Committee were entirely against the Ministry’s view. 
They claimed the right that they could have made 
their receipts what they liked. 

629. This touches very closely on the point of the 
Executive. The Executive were directly responsible, 
whether they knew it or not, for the granting of this 
2d. ? — Directly responsible ; unknown to them, but 
they must bear the responsibility. 

630. Yes, and consequently, they were claiming to 
act as representing the Government in this matter? — 
Yes. 

631 . It just touches the whole question that in that 
respect they were exercising functions which were not 
technical but purely financial? — No question could 
possibly arise after January of this year, because the 
rates from that date, you will remember, are charged 
by the direction of the Minister, and there would be 
other remedies against a company who charged rates 
not in accordance with such direction. But this arose 
and was discovered by my investigator on the 1919 
accounts, which are the only ones we are investi- 
gating to-day. 

632. In an ordinary trading concern subject to 
excess profits duty, supposing a man spent four times 
as much on advertising as he did previously, -because 
he could use this money out of excess profits. Your 
point is that this 2d. has been utilised for business 
purposes — advertising or pushing business for the 
future? — Yes. 

633. And that would have absorbed any extra 
profits if they spent that money, and, therefore, it 
is the same principle involved there? — Yes; that is 
entirely my view. I cannot see any other reason for 
giving it. 

634. To what class of trade did that apply; you 
mentioned certain classes of traders? — I will go into 
details if the Committee wish it, but I was very 
anxious, if possible, to have kept my illustrations on 
general lines. I have the whole detail, of course. T 
have the traffic and the company and the place, but 
I would prefer not to mention even the trade if the 
Committee would excuse me. 

635. On the point raised by that question, the 
Railway Executive would not sanction this 2d. because 
this has only been applied by a particular company, 

I take it? — They did not sanction it, but I thought 
it was meant to be inferred that, as Executive con- 
trolling the railways they were, although without 
knowledge, responsible for the action of the individual 
companies which they controlled. 

636. That is my point. 

637. This would be an action direct by one company 
against other companies? — Yes. 
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638. I was not suggesting any mala jides, of course; 

I was only on the question of the technical position of 
the Executive. — That is how 1 understood your 
question. 

639. I understand the buying of the automatic 
machines and also this payment of 2 d. was done with- 
out the consent of the Government P — Clearly without 
the consent or knowledge. 

Section 3 (d) is a very important section, which 
deals with the question of ba’d debts. It provides 
machinery for the purpose of determining the amounts 
to be included in the control and pre-control periods 
respectively in respect of bad debts. At the end of 
control a valuation of the net loss of all bad and 
doubtful debts not finally disposed of has to be made. 
The instruction entitles all companies to charge against 
the Government all bad debts arising on traffic 
originating during control, irrespective of whether a 
company had debited the standard year net receipts 
with their bad debts or written them off below-the-line. 
The effect of this will be seen in an illustration I give 
you. In 1913 certain companies charged bad debts to 
funds below-the-line, so that their traffic receipts for 
the standard year were not reduced by any bad debts 
which they experienced. During control, however, 
under this instruction the companies claimed to be 
•entitled to charge against traffic receipts all bad 
debts -which proved to be irrecoverable arising on 
traffic originating during control, that is, they are 
strictly entitled to do that on the terms of this in- 
struction. Of course, we have seen that the Board 
of Trade acted for the Government and the Treasury, 
but, of course, I am sure it does not need much em- 
phasis from me to a Committee of this kind to show 
that instructions of this kind can only be drafted by 
railwaymen ; they are so technical. No persons outside 
of the railway world could have-sat down and drafted 
instructions which could have met the cases covered 
by these instructions. Therefore, they begin, whether 
knowingly or unknowingly, but certainly the atmos- 
phere is there: “The company requires protection 
here, here, and here,” and, without any disrespect to 
anyone, tha't is the theme running through the whole 
of the documents. 

640. I understand that we had a Railway Depart- 
ment at the Board of Trade composed of experts? — 
You had a Railway Department at the Board of Trade, 
but I am quite sure that no one in that Department 
would claim that they had any expert railway know- 
ledge. The whole of their railway knowledge had been 
gathered in the Board of Trade. 

641. On safety questions? — On safety questions you 
had expert engineers, who had had practical ex- 
perience, mainly in India’, and quite excellent men in 
that way ; but the permanent officials handling rail- 
way questions had not had railway experience'. 

642. Railway accounts have only been submitted 
.since when to the Board of Trade? — Oh, for a very- 

long time — since 1844 or 1845. 

643. Would it be correct to say that in the pre- 
paration of these instructions no mind that could be 
regarded as representative of the public was really 
applied to them at all? In point of fact they are, 
beginning and end, of railway origin? — The Govern- 
ment auditor ought to be in a position to scrutinise 
and criticise them, because he has audited railway 
accounts. 

644. But he comes in after the event? — He comes in 
after they ate drafted, but not after they are passed. 
But it is the beginning of a document like this; 
you get the atmosphere on the first draft. 

A further point on the bad debts is this, one large 
company in 1913 had made a very large reserve in 
respect of bad and doubtful debts — quite an unusual 
one, but still it had made it in 1913. An effort was 
made to increase very substantially that reserve, the 
company presumably justifying such claim under the 
second portion of this paragraph we are now discuss- 
ing, clause 3 (d), which stipulated that the reserves 
should not as a rule exceed the proportion which the 
charge of 1913 bore to the outstandings at the close 
of that year. This claim to increase the reserve was 
disallowed by the Government Auditor in the absence 
of any proof as to the liability in respect of which 
the provision was made, but the company was per- 



mitted to continue to deduct from gross receipts 
during each year of control the large sum reserved 
in 1913, even if it was found not to be required for 
the specific purpose intended. 

645. Who allowed that? — The Government Auditor. 

646. They had a very large reserve in 1913 for bad 
and doubtful debts, which did not develop, but still 
he allowed the same amount? — He allowed the same 
amount to continue. 

647. Although they would see whether the actuality 
of the bad and doubtful debt developed in 1914? — 
They would be bound to. 

648. There is no investigation of that? — No. 

649. On the actual facts could you help us on this 
point : during the period of control or part of it, 
wliat was the record as regards bad debts compared 
with the previous experience of the company ? — That 
particular company? 

650. Or of all the companies; what was the general 
experience? Had you more in the way of bad debts 
afterwards, or less?- —I am afraid I could not answer 
that, but 1 should think the bad debts were very much 
reduced during the war, but they never were a large 
item for railway companies. Most companies have 
got securities for their debts. 

651. Had that company in 1913 some reason to 
believe that they might incur some large bad debts? — 
Not that I know of. 

652. It was a good year. 

653. They wanted to hide some money, I suppose. 

I presume the argument of the Government Account- 
ant would be that if the} 7 had not made that appro- 
priation in 1913 the net receipts would have been 
to that extent increased? — That is so, but of course 
you had to take 1913 for better or worse. 

654. When you are confining yourself to one year 
of course you have to take it for better or worse, 
I suppose? — Yes. 

655. The view was that the 1913 standard stereo- 
typed certain items over which the Directors had no 
control — -receipts, vents, and that sort of thing but 
it also stereotyped an item like that reserve which 
was within their control? — That is so. It arose 
because they watated to increase that sum even, because 
there was a paragraph which limited them. 

Section 3 (e) deals with provision for estimated 
revenue liabilities. You will see there a reference 
made to the operation of instruction No. 32. That 
instruction states inter alia that during the conti ol 
period no private settlements for division of traffic 
receipts between railway companies are to be 
made in respect of traffic originating after mid- 
night on the 4th August, 1914, and from that 
hour, and until further instructions are issued, no 
traffic divisions are to be made in the Clearing House 
except in so far as non-controlled companies are 
interested in such traffic. In the December half-year 
of 1913 certain companies made provisions to meet 
the anticipated objection of traders to the increase 
of 4 per cent, in goods rates which came into opera- 
tion on the 1st July, 1913. During control, these 
companies have been making provision in respect of 
the traffics for both the June and December half- 
years. You notice it was only in one half-year in the 
base period. In addition, other companies who had 
made no provision in the December half-year in 1913, 
have during control made provision in respect of the 
June half-year only. In all about £6,000,000 has 
been reserved. Certain traders, namely, the 
Associated Portland Cement Companies and the 
Butterly Company, took the matter to the Railway 
and Canal Commissioners and a Judgment has in 
each case been given in favour of the railway com- 
panies. In these circumstances the Minister took the 
advice of the Law Officers of the Crown and made 
application to the railway companies for the money 
to which, the Law Officers advised, the Government 
was entitled. We have discussed this question at 
considerable length with the railway companies, and 
I now understand that the Railway Companies’ 
Association have advised companies to refund the 
amount asked for, namely, the whole of the reserve 
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made in respect of the June half-year, and for the 
December half-year any reserve in excess of the 
corresponding figure set aside for the December half- 
year 1913. This will result in an amount of approxi- 
mately £4,000,000 being refunded with a further 
saving of £700,000 before the end of the period of 
possession. The question of interest on this large 
sum of money is not yet determined, but the Govern- 
ment’s right to claim the interest has been preserved. 

Following on that precedent certain companies 
during control made reserves in respect of increased 
passenger, parcel, live-stock, and other rates. No 
provision had been made in 1913, and there are no 
disputes in regard to these increased rates, so we 
have merely disallowed the whole of the provision. 

6o6. You have not yet received any cash back from 
any of the railway companies? — Not yet. 

657. Although the Railways’ Association recom- 
mended the railway companies some time ago? Yes, 

I believe it was in July. 

658. Are they compelled to give that money by the 
decision of the Railway and Canal Commissioners? 

No. The Railway and Canal Commission only 
settles the point that the railways have no liability 
to refund that money to traders, but the question as 
to whether the money belonged to the railways, or 
the Government, was not in dispute before the 
Railway and Canal Commission. We are advised 
that the Government have a very strong claim to the 
proportion I have named, and that claim has, I 
believe, been tacitly admitted by the Railway Com- 
panies’ Association, but I could not produce a docu- 
ment where they say: “We admit liability for this 
sum.” 

659. That is probably a settlement that is outside 
our competence? — I think it is, but it is very useful 
to bring before you as an illustration of the kind of 
cases that come. Of course, that is a very big one. 
Theie is another case which is almost a similar one 
to that, but I think it is worth mentioning. One 
company has had a dispute with a particular section 
of industry on its line for a number of years, prob- 
ably ten years, and a case was prepared a long time 
ago for reference to the Railway and Canal Com- 
mission. By “ a long time,” I mean, probably, in 
the very early days of the war, but for one reason or 
another the case has never been pressed. During 
1913 tlie charges at the full rates levied are included 
in the receipts, but in subsequent years the com- 
pany has made substantial provision — some £8,000 
a year — to meet the possibility of an adverse decision 
in the Commissioners’ Court. The deduction in 
previous years has been allowed by the Government 
Auditor, as he was of the opinion that, though the 
company thought in 1913 no provision was necessary, 
if they bona fide decided that provision should be 
made in subsequent years, he saw no alternative to 
allowing the reduction, subject to adjustment, how- 
ever, if during the period of control the reserve was 
found to be unnecessary. The effect of this is that 
the company’s compensation is based on the full rates 
for this particular traffic, whilst during subsequent 
years the net revenue to the Government is based on 
the rate which the traders claim they should pay. 
If this case is decided during control, and the deci- 
sion is given in favour of the traders, under present 
instructions, the amount for clearance of the over- 
charge would fall upon the Government, not only in 
respect of traffic originating during the period of 
Government control, but throughout the whole period 
of dispute. This is* obviously a case where no reserve 
should have been made, as the company are receiving 
the full rates they considered themselves entitled to 
in 1913, and I am not at all sure that, if a settlement 
is not arrived at before the end of control, the 
amount reserved cannot be carried to the Govern- 
ment. 

660. That is the directly opposite case to the one 
with regard to bad debts, and, in both cases, the 
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decision was in favour of the railway company? — 
Yes. 

661. What is meant in this by “ the period of dis- 
pute ” ? — It is a dispute that has been going on for 
10 years. 

662. So that the liability would, of course, be con- 
siderable? — Yes, but we should be entitled to use 
these reserves, but the reserves would only , have 
been made in respect of the control period. 

663. What is the position in law; was there any 
case pending, or decision approaching, or any steps 
being taken, to get a decision? — I am not so much 
concerned about the decision if 1 could get these 
reserves written back into the Government account. 
I think the question of getting the decision would 
be one which the companies would have to deal with. 

664. But have they to come before us, in a sense, 
to recommend this point? — No, but I think it is an 
arrangement which is in equity a very unfair one to 
the Government, and one on which you could com- 
ment, if you think fit. 

665. Might it not arise on this that the contract 
the Government made with the railway companies did 
not stipulate that the Government should take over 
the liabilities of the railway companies? — I think so. 
The original contract certainly did not stipulate 
that, and this cannot be considered as arising out of 
the possession under the Act of 1871 ; on that, my 
mind is perfectly clear. 

666. Witness' : I am dealing with the Blue Book 
which is found on page 28, Document (39), and you 
will remember that I had dealt with the revenue 
sections seriatim, and we now come to deal with the- 
sections concerning expenditure. Section 4 of this 
document is the one to which we should now refer. 
The most difficult item under this heading is the 
expenditure on maintenance and this the Committee 
will, no doubt, wish to consider in very close detail. 
Therefore, I am reserving all my evidence on the 
question of maintenance until I come to that part of 
my proof dealing with maintenance entirely in all 
its various phases. But I think there is one point 
on expenditure which I should mention at this early 
stage. Of course, in all businesses expenditure falls 
into two classes, revenue and capital. If revenue, with 
certain exceptions the whole cost of the expenditure 
is one to be borne by the Government; if capital, of 
course, we are only liable under certain circumstances 
to either 4 per cent, or 5 per cent, interest, which- 
ever the case may be. It is important, therefore, in 
large works to see that there is a proper distribution 
oi expenditure as between capital and revenue. An 
instance of this kind was reported to me only since- 
the appointment of this Committee. A company 
had carried out a large work which was partly 
chargeable to capital and partly chargeable to 
revenue ; it was the displacement of a smaller work ; 
they had debited the whole cost of the supervision 
and use of the plant employed on the job as a 
revenue charge; the rest of the work was properly 
divided, but the supervision and the plant had ail 
been — probably in accordance with the past practice, 
I do not know — charged as a revenue charge, and 
therefore fell on the Government. The company has- 
agreed in that case — it is one of the agreed cases — 
that they will amend their claim. That discovery 
alone was £8,000. It is not a large item, but it is 
a very important principle, and there are many 
important cases hanging on a case of that kind. 

667. Was that found out by your accountants? — 
Yes. 

668. Have you technical accountants? — Yes. 

669. Are they in a position to know which items 
should be charged against capital and which against 
revenue? — They have a good idea, and in cases of 
doubt they would consult the Engineer of the- 
Ministry. 
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670. They are not chartered accountants? — No. 
A chartered accountant would be of some use, but 
not of full value in cases of this kind. The account- 
ant must be fully versed in railway accounts and 
practice, but in a case of this kind, where the work 
was a divided expenditure, certain items having to 
be charged to revenue and not to capital, it was 
obviously an accountant’s point and not an engi- 
neer’s point. 

671. You said all revenue is debitable against the 
Government. Did you mean that? — No, not in its 
widest sense. The maintenance generally is a charge 
against the Government, but there are exceptions. 

672. What I had in mind was the 1913 quantum. — 
I thought I said “ with exceptions.” I did not mean 
to make a sweeping assertion of that kind. The 
main item of expenditure is salary and wages of the 
operating staff, but they are now standardised under 
the various agreements arrived at during the last 
two or three years. There are sundry items outside, 
such as directors’ fees, but, generally speaking, there 
has been no increase in directors’ fees during the war. 

673. Have all the increases received the approval 
of the Board of Trade — with regard to salaries? 

Witness : Individual salaries ? 

674. Yes? — No, not individual salaries during the 
war, nor to-day do individual salaries require the 
express approval of the Ministry ; but we have now 
reached the stage where over a certain figure all 
salaries are returned to the Minister, and no new 
appointments or increases beyond that figure are 
made without the Ministry being advised, so that, 
if necessary, steps could be taken to safeguard the 
Government. 

675. When was that done? — Soon after the Ministry 
was formed. 

676. They could pay sums of money towards ex- 
penses? — Only if properly chargeable to expenses. 

677. Who would determine whether they were 
properly chargeable? — That would be an item which 
could be investigated. In some cases companies have 
made grants to their staff on retirement and, of 
course, all those cases are now being watched to see 
that the 1913 practice is not exceeded. There was a 
difficulty with regard to income tax. Some com- 
panies had been in the habit of paying salaries to 
their staff free of tax and they followed 
the same practice — although the tax has been 
a steadily growing figure — during the period of 
control. But the whole of that is now 
stopped as from August, 1919, when salaries 
generally have been put on a tax paying basis and 
not on a tax free basis. One case came to mv 
notice only last week, quite a small company, where 
the company had altered its practice during the 
period of control. In 1913 the tax was paid by the 
officers of the company ; that practice had been altered 
during control, throwing the responsibility of the 
tax on to the Government as a working expense. 
Of course that is stopped from August, 1919, and 
we shall see that we recover that money. 

Now, Section 4 (c) deals with the provision for 
estimated expenditure liabilities. Under this head 
reserves such as fire, marine, accidents to passengers 
and workmen, &c., have to be considered. The larger 
reserves are in respect of maintenance, but I shall 
deal with those when I come to the main main- 
tenance items. Most of the large companies reserve 
for fire risks instead of insuring with outside firms 
and where reserves were made in 1913, and provided 
above-the-line, such reserves may have been continued 
on the 1913 basis. On the other hand, where the 
risk was in 1913 covered by a fund, not dealt with 
above-the-line, it was considered by the Ministry that 
a company following this practice is debarred” from 
charging insurance to Government account. One 
company falling into this category seeks to charge the 
Government for the cost of insurance on property 
not in existance in 1913, but this has not been 
allowed. There insurance provision was a below-the- 
line provision, and we said, “ Your practice must 
follow. It is true new assets have come into use but 
we do not see why your practice should be altered 
in the matter of insurance of property.” I ought 
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to add here that the excess cost over 1913 has been 
accepted as a charge by the Government ; whether it 
is covered by an above-the-line or a below-the-Iine 
provision. 

678. It was put to you this morning that the 
practice in the standard period should be the practice 
in the accounting period, which seems a very fair 
thing; but what we are dealing with here is a standard 
period comprising the whole of the aggregate net 
receipts of all the companies; the standard is the 
aggregate net receipts of all the companies concerned, 
is not that it? — Certainly. 

679. Now there are different practices amongst 
different companies? — Yes. 

680. So that as far as the whole standard is con- 
cerned there cannot be said to be any practice which 
is common? — No. But the standard of net receipts, 
is the standard of all the companies, but the practice 
with regard to expenditure is the practice of the- 
individual company. 

681. That is the point I want to bring out. That 
is the principle on which you have gone, that if the- 
praetice of a company under this agreement favours 
it, it gets the advantage? — Yes. 

682. But if the practice in the standard period 
does not favour it, it is a disadvantage? — Yes. It is 
each company’s practice. Could the shorthand- 
writer take this down as a correction? I am told 
that I said an insurance on an above-the-line or 
below-the-line property. If I said that I did not 
mean it. I meant it was insurance of above-the-line 
property, whether covered by an above-the-line or 
below-the-line provision. 

Now, with regard to marine insurance. It was 
decided as from the 1st January, 1917, that the risk 
for all steamers and other floating craft would be a 
Government liability, and the companies ceased to- 
make any reserves at Governmenjt expense to meet 
this risk. That is dealt with in an entirely different 
way. I do not think many companies had funds to 
cover marine risks ; they generally insured that risk. 
In accordance with the Government’s practice to- 
carry its own insurance, the Government said, 
“ Stop that insurance and we will save that as a 
working expense.” 

683. To revert to the question of the net of these 
various companies. Supposing that one company had 
been able to get a very much heavier depreciation 
than the other, have you dealt with that as a Ministry 
of Transport in equalising these things ? — Not if the 
depreciation in the base period was heavier in one 
case than in another. 

684. Taking 1913. Say there are only six com- 
panies and one is able to put in very large hidden 
reserves, and another in a different form, do you 
equalise that on -jihe whole matter? — No, each com- 
pany is entitled to make provision on the same basis 
as it made it in the base vear. 

685. 1913?— Yes. 

686. Therefore there are inequalities to-day? — - 
Clearly. 

687. Here you have an instruction which governs 
all the companies, and, in so far as it does that, it 
establishes uniformity of practice? — Yes; but if you 
will kindly refer to section (e) on that page I think 
it says that in determining the amount of revenue- 
for the control period it must follow strictly the 
method which regulated the preparation of the 
accounts in 1913, and the provision to be made should 
be proportionate to the sums necessary for the half 
year ended December 31st, 1913. 

688. That is dealing with a specific thing? — It is 
provision for estimated revenue liabilities. 

689. That instruction governs the whole practice? 
— Yes, I am sure it does. 

690. And establishes the practice that each com- 
pany stands or falls by its practice in the standard' 
period? — I can give you one illustration. Owing to- 
following the 1913 practice, there is one company 
which has maintenance as much as £7 per w'agon — 
that is on 1913 prices ; but the average is £4 10s. 

691. That is an inequality which is acting ad- 
versely to some companies? — That was reflected in 
the compensation figure. If they had made a heavy 
nrovision as a working expense in 1913, that is re- 
flected in part, but it still is an advantage to the 
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companies that over-provide — as I think I tried to 
explain yesterday — because they got the addition to 
that provision to equate it up to the level of present 
prices. Therefore, if the money is never spent they 
get 3x instead of x. 

692. You have no power to alter that? — No, not 
according to the instructions as at present laid down. 

693. But we should have power to do it? — I think 
that is well within your reference. Now, work- 
men’s compensation. Workmen’s compensation 
reserves are made by some companies at a rate 
per cent, of wages paid to the staff affected by 
the Workmen’s Compensation and Employers’ Lia- 
bility Acts, and these reserves are continued on the 
same basis. The compensation payable in cases of 
disablement, apart from the War Addition Acts, is 
SO per cent, of the average earnings, with a maximum 
of 20s. per week. It follows, therefore, that to the 
extent by which earnings exceed 40s. per week (and 
this applies to all adult male wages) the liability does 
not increase pro rata to increase in wages paid. One 
company in 1913 reserved 12s. 6d. per £100 of wages, 
and have continued this reserve during control, not- 
withstanding the point mentioned, and justify their 
procedure as in accordance with 1913 practice. In 
addition, they seek to charge to the Government 
account the extra payments required by the War 
Additions Act, as they are due to new circumstances. 
This charge has been objected to by the Ministry on 
the grounds that if a departure from 1913 practice 
is claimed, both factors varying the ratio of liability 
to wages should be considered, and not only the one 
increasing it. The case, when settled, will rule other 
accounts. I should like to mention another case in 
connection with workmen’s compensation before I pass 
on. Companies who did not make reserves for this 
purpose have dealt with their expenditure by two 
different methods. Either they have charged to the 
Government “ liability arising out of accidents in 
control,” or they have charged to the Government 
■“ payments made in control.” One method is the 
liability arising during control, the other is payments 
made during control. I think the first one I have 
mentioned is the more precise method, and follows 
the rule laid down in Section 4 (6) in this document 
in connection with loss or damage to goods, etc., but 
it involves a continuing liability for a possibly con- 
siderable period after control, or, as an alternative, 
.a valuation of liability at the end of control. 

694. The companies prefer the former method? — 
Some prefer the one and some prefer the other ; but, 
over a series .of years, and the control will last seven, 
the second method, if not abused, should approximate 
to the first ; but the operation of the method requires 
examination, especially in the final account. The 
practice of commuting weekly payments is the real 
danger, and, while generally watching the charges, 
it is proposed in examining the final accounts to 
compare the commutations over a series of years and 
the number and nature of the open cases at the 
beginning and end of control. I do not want them 
just before the end of control, the companies who are 
adopting the second alternative, to commute right 
and left their weekly obligations under the Work- 
men’s Compensation Acts. The same question will 
arise with regard to passengers, although there is not 
the danger of the commutation of weekly payments ; 
but generally the remarks follow. 

I now come to the question of Superannuation 
Funds, with which I will try and deal as briefly as 
I can ; but I think possibly at the outset it may be 
convenient if I describe what I understand to be the 
Government’s relationship to the Superannuation 
Funds of the companies. The Superannuation Funds 
were all founded by special Acts of Parliament, and 
the rules of the various Funds framed in accordance 
with the Acts set out the contributions to the Funds 
which should be made by the companies and by 
members of the Funds. Some Funds, however, are 
guaranteed" by the companies. In the standard year 
The normal contribution of the companies to these 



funds are shown as a working expense above-the-line, 
and so long as the practice of 1913 is followed there 
should be no question of these amounts being charge- 
able to working expenses under the agreement. Ob- 
viously with the increase in salaries and wages the 
amounts which are on a percentage basis have sub- 
stantially increased and the Government accepts these 
increases as a liability. In addition to this some com- 
panies have no Superannuation Fund of tneir own, 
nor were they members of the Clearing House Fund in 
1913, but they have joined during the period of con- 
trol, and the companies’ contributions to such funds 
have been allowed as a working expense, as they are 
considered a reasonable improvement m the staff con- 
ditions. The cases of hardship to which attention has 
been repeatedly called are mainly those of the rail- 
waymen who were superannuated before the period of 
possession, and in the case of those men it has been 
consistently maintained by the Government that any 
improvement in their circumstances should not be a 
charge upon the Government. Some companies have 
supplemented pensions to retiring staff in view of the 
hardship caused by the reduction in the purchasing 
power of money, but up to the present in so far as 
these amounts have been charged to the Government 
they have been disallowed. In addition to the 
ordinary expenditure a number of reserves were made 
in 1913 in respect of superannuation and gratuity 
payments to retired staff. Where such reserves were 
made above-the-line they have been continued. I 
need not enter into any details of these, but I might 
mention the fact that one company has charged in the 
year 1919 an item of £10,300 to a Superannuation 
Fund suspense account to meet actuarial deficiency. 
That is an amount set aside by the company to meet 
a deficiency which an actuarial valuation has revealed 
in the Superannuation Fund. Now, there was no 
similar reserve made in the standard year. It did 
not happen to be a year in which an actuarial valua- 
tion was received. But there is no doubt that it was 
their practice in previous years, when similar de- 
ficiencies were disclosed, to make a provision as a 
working expense above-the-line. This is a case where 
we are still negotiating. There was no provision in 
1913, but the pre-war practice of the company was to 
charge items of that kind as a working expense. I 
think that is a case of real difficulty. Now Section 
4 (d) 

695. Before you leave superannuation. It would 
be rather interesting to ask this : I understand there 
was a consolidation of salary and bonus recently ?• — 
Yes ; it operated as from August, 1919. 

696. Then that, of course, alters the last three years 
of salary, does it not, on which superannuation in 
many cases would be paid? — In some cases. I would 
not go so far with you as to say many ; but in some 
cases undoubtedly. 

697. Can you tell me what recently was the attitude 
of the Ministry of Transport, of the Government, or 
of anybody else_ towards these changes. Did you 
come on the scene at all, or was anything said regard- 
ing consolidation of salary a'nd bonus from the point of 
view of its effect on the superannuation funds and prob- 
able insolvency ? — The question has been mentioned to 
us, but not so far as I know at the time that these nego- 
tiations took place; but the question of these funds, 
I know, and their solvency, is exercising the minds of the 
railway companies at the present time. But I do not 
think that the Government can be held in any way 
responsible for consequential effects on the Super- 
annuation Funds for improvements in conditions of 
service. 

698. No, I do not suggest that. What I am trying 
to find out rather is what is the extent to which the 
Government has committed itself so far — or is the 
Government committed in any way in connection 
with these funds? — Not in any way. 

699. They have not recognised any liability? — No; 
no liability whatever has been recognised. The ques- 
tion will be pressed undoubtedly ; but the Govern- 
ment has not in a'ny way accepted any liability in 
connection with these funds. 

700. I think the point is that we have had a strong 
representation made to us that the superannuation 
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people should be heard oil this matter. That is in 
your mind in asking this question? 

701. Yes. 

702. Gan they rightly, and should they properly, 
he heard in the light of what you are saying now? — 
Witness : I am not sure that I know the class of peoplp 
who have asked to be heard. Is it the men who have 
at present retired? 

703. The Railway Clerks’ Association. 

704. And the Association of Superannuated Railway 
Staff. — T'Fifiiess : The Association of Superannuated 
Railway Staff deal with people who have already 
retired. How they can claim to be heard in dis- 
cussing the relations between the Government and 
the railways, I do not know. But it is a matter for 
you to decide. 

705. We have partly decided. But I wanted 

them to be heard, if there was the slightest justice 
in their being heard Witness-. Certainly. 

706. But the point is, it does not appear there is 
any injustice that would be sustained by their not 
being heard — according to you, at any rate, they 
have no locus standi? — I think that would be my 
position. 

707. In making that reply, the class you have in 
mind at the moment is clear to me, at all events, the 
superannuated people; you are not thinking of the 
Railway Clerks’ Association, with its 78,000 members, 
who will be eligible for superannuation in due course 
under the existing funds. — Then I should still claim 
there is no right to be heard before this Committee. 
The Government has no agreement or obligation 
whatever to these Superannuation Funds ; it is 
entirely a matter between the members and the 
Fund. 

708. I am not committing myself to anything; I 
am merely asking for the facts ; but you have just 
said there are questions of contribution, and you 
referred to a matter which was above-the-line in some 
cases and below-the-line in others. Now, in any 
settlement which may be reached under this agree- 
ment, or anything this Committee may recommend, 
would not you agree that might have a very im- 
portant bearing on the Superannuation Funds which 
you yourself have just imported into this discussion? 
— I am sorry, I do not quite see the bearing. It 
may have a bearing on the feelings of generosity of 
the railway companies if they had a favourable 
settlement with the Government; but I do not think 
it would on the claims of the Superannuation Funds 
as determining the rights between the Government 
and the railway companies. 

709. That is, in all the proceedings that have taken 
place up to this point, you contend nothing has 
been done from the Government side which has any 
direct bearing on the Superannuation Funds. That 
being so, you suggest it is a purely third-party affair, 
with which in this enquiry we are not concerned? — 
I think, if I may say so, your question is a very wide 
one. 1 think that the alterations in the conditions 
of service — although approved by the Government, 
as they had to be — were not due to actions of the 
Government, but due to economic conditions which 
applied not only to the railway service, but to the 
whole industry of this country. 

710. My point, roughly, is this : That rightly or 
wrongly, the Government lias become involved in all 
matters of bonuses and allocations of the burdens 
under bonuses, and so on, which, once consolidated, 
has a direct bearing on superannuation. — Yes. 

711. Then does not that to some extent involve us 
in the Superannuation Funds themselves. They must 
have foundations. If they have foundations would 
not you suggest that would give an Association of this 
kind a' locus before this Committee ? — If you are asking 
my opinion, I am afraid I could not agree. I think 
if you have altered the stability of an Association 
by improving the conditions of service of its members 
— because that is what it really comes to — then it is 
a question for the members and the company to get 
together and discuss what is the best method of 
putting that Fund on to a' sound financial basis. It 
may be by increasing the percentage of contributions 
for a time, it may be by reducing benefits for a throe- 



but whatever it may be it is entirely a matter for 
the company and the members. 

712. If there were an actuarial deficit in 1913 which 

could only be found out in 1916, or later, would that 
deficit be a reasonable charge against the Government,? 
— That i3 the very case I illustrated. I think it is 
unfair, but it is one of the borderline cases one will 
have to consider carefully. * 

713. You are discussing it on previous practice? — 
Yes. 

714. If it were a deficit which might arise in 1915, 
1916, 1917, and so on, it could only be found out 
later? — Yes. 

715. Then that deficit would be a charge against 
the Government? — Not if found out after the end of 
control. 

716. But naturally it will be found out before the 
end of control because the matter is near a settlement? 
— As a rule you only value them quinquennially. 
It is a very heavy task. You have to take each 
individual member in a valuation of that kind. I 
think it has never been undertaken more frequently 
than quinquenmially. 

717. But in such exceptional circumstances as pre- 
vail at the moment, I presume every superannuation 
scheme would be reviewed in the light of the last five 
years? — To my mind there is only one, thing that can 
happen. We have in view the grouping of railways/* 
that will be the subject of a Bill which will be pre- 
sented to Parliament next year. The Superannuation 
Funds are stronger if they are combined. Now you get 
cue combination by combining the funds of those com- 
panies, having separate funds, who form part of a 
group. Now, certain other companies in that group 
are members of the Clearing House Fund, presumably 
they would go into the Funds of the group and not 
pay tlieir contributions away. So that you get a 
certain amount of strength in that way. Still more 
strength could be obtained if you had a common Fund. 
There is no reason why you should not have a common 
Superannuation Fund for all, but before that is done 
there would have to be a complete valuation and a 
very thorough investigation, I think by some Commis- 
sion, because it is a most complicated and important 
subject to a very large number of people; and if it 
is found that, owing to the change in circumstances, 
the rates of contribution will not stand the benefits, 
then obviously you either have to reduce the benefits 
or increase the rate of contribution. 

718. But pursuing the point put a minute ago- 
let us assume there is a deficit; will that be the 
subject of claim against the Government, and will 
it be a matter for enquiry as far as we here are 
concerned? — It is the subject of a threatened claim 
now; and that is one of the cases I have given in 
illustration. 

719. So that you could hardly exclude anyone who 
is interested in it? — I would not agree with you at 
all there; because it is the subject of a claim between 
the company and the Government; there is no con- 
tention before this Committee as to whether that 
Fund should have that money paid to it, but whether 
the company is entitled to recover that money from 
the Government. 

720. If that deficit had been discovered in 1913 it 
would reduce the net earnings of the company? — Yes. 

721. And if the railways had not come under 
control and if discovery had been made in 1916 while 
the railways were in their normal position it would 
still have reduced them? — Yes. 

722. I believe that an actuarial calculation is so 
nice that these Funds are nearly always drifting 
into deficits. Has it not been the experience in the 
past that the railway companies from time to time 
have had to make contributions to the Funds in order 
to keep them solvent ? — Yes ; that is the experience of 
all Funds. And in some cases the companies have 
guaranteed their Funds. 

723. And the benefits payable under these Funds, 
do not they increase with the advances in wages 
made? — Yes. 

724. And would not that have a tendency in conse- 
quence to make the actuarial deficiency very much 
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greater at any particular moment because the con- 
tributions during the previous 20 or 30 years had 
been placed on a scale of benefits much lower than 
what will actually prove to be the case? — The effect 
of that will depend entirely on tile basis of benefit. 
If the benefits are based on the full salary during 
the whole period of service then the immediate effect 
on the Fund is yery slight. If, on the other hand, 
as in some cases, it is based on the average of the 
last three — I believe in one case the last five — years, 
then it immediately has a marked effect on the Fund. 

725. Which is the more common of those two 
practices? — There are very few funds with settled 
practices. If there are three alike, that is the most 
common. I am afraid I could not say, but I should 
think possibly the average of the later years is more 
common than the average of the whole period. 

726. So far as the beneficiaries under these Funds 
are concerned they are looking to the Fund for the 
support of their benefits, and not to the companies 
except where there is a guarantee? — Yes. 

727. But subject to that guarantee — which may 
be worth nothing if the company is going to be in 
bankruptcy in a certain number of years — the real 
solid thing to which they are looking, or else this 
Fund would not have been built up, I suggest is the 
Fund? — And in many cases the Fund is invested with 
the company whose bankruptcy you are assuming. 

728. But technically it is the Fund? — Yes. 

729. And consequently the beneficiaries are technic- 
ally very much interested whether that Fund is 
adequate or not? — Certainly. 

730. As long as the period of control goes on under 
the Regulation of the Forces Act His Majesty’s 
Government are directly responsible, as contractual 
parties, for the payment of these benefits to the 
beneficiaries ? — I am afraid I do not quite follow that. 

731. You see, His Majesty is responsible for “ all 
contracts and engagements between the person or body 
of persons ichose railroad is so taken possession 

of ” ? — The contract is for a payment to the 

Fund equivalent to the percentage paid by the men 
themselves. 

732. I am not speaking of that. I am assuming 
there is a very big actuarial deficiency ? — There is no 
•contractual liability, except . in the case of a 
guaranteed Fund, to make up the deficiency. It is 
an ex gratia payment every time. 

733. The beneficiary might be disposed to say, 
“ Before the control is released I want to be satisfied 
that my interests in the Fund are adequately pro- 
tected by the Government — before they hand it back 
to the control of the company.” — The answer is that 
during the control the companies have paid the whole 
of their contractual obligations towards that Fund. 

734. But it has not been sufficient to support it on 
an actuarial basis. — That may be, but that is not a 
legal obligation on the company or on the Govern- 
ment. 

Then Section 4 (d) is the next one and deals with 
stores. I have a special section of my proof dealing 
with replacement of stores, and I propose to pass 
that as well as arrears of maintenance. 

Sections 5, 6, 7, and 8 can all be passed over 
because they deal merely with provision for the 
broken period, which is all gone and done with. 
Section 9 deals with transfers for reserves. 

735. Is there anything in transfers for reserves? — 
I am going to deal with that. This section is 
intended to exclude from the Government account 
transfers from reserves in the base year which were not 
provided out of the revenue of that year, but were 
transfers from other reserves created in earlier 
years, and not required. An example of this is that 
a company in 1913 built up their reserve for the pro- 
vision in respect of the 4 per cent, disputed rates, 
partly by deduction from traffic receipts and partly 
by a transfer from an impersonal account. This 
company sought during control to take from traffic 
receipts an amount equal to that set aside in 1913, 
from the two sources mentioned. This, however, 
was disallowed under the terms of this section, and 



the company was informed that a provision would 
only be allowed corresponding to the sum deducted 
from traffic receipts in 1913. 

The next section is Section 10, machinery for opera- 
ting the proviso ; but, as I have already explained, 
owing to the introduction of the war bonus the proviso 
no longer remains, and therefore, unless you wish it, 
I will not say any more about it. 

736. Did, in fact, the receipts for the first half-year 
of 1914 go down? — Yes, about 3 per cent. 

737. So that in making the arrangement you had 
some knowledge of what was really being given up — 
what the quid for the quo was? — When it was given 
up they had definite knowledge as to what was being 
given up, and the two things roughly balanced. 

Section 11 requires that companies shall prepare 
and submit their accounts during control in the same 
form as that required by the statutory form of 
financial accounts in so far as it relates to the items 
preceding “ Miscellaneous Receipts (Net) ” in 
Account No. 8. But one item — namely, ;i J — Joint 
Lines ” has to be omitted. Lhe reason for this was 
that each of these Joint Lines would be required to 
submit separate accounts. I think you come across 
the phrase “ J — Joint Lines ” several times, and 
unless it is perfectly clear to the Committee I will 
give you a short definition of that class of line. The 
phrase occurs in various documents. Joint Lines fall 
into two categories — those in respect of which com- 
plete accounts are prepared in accordance with 
statutory provisions, and those which have no 
separate published accounts and whose receipts and 
expenditure are dealt with as a part of the accounts 
of the parent companies. The first class are called 
for convenience “ J — Joint Lines ” following the 
description “ Abstract J ” in the statutory form — 
that is merely fortuitous — and the second class “ Non 
J — Joint Lines.” 

The appropriation of expenditure in the accounts 
of the companies varies considerably, and in order to 
make a fair comparison with 1913 the companies have 
followed 1913 methods; but where in such cases the 
Government might be prejudiced the sums allowed 
to be included in any one year during control are 
in practice limited to the amounts dealt with in the 
base year. Examples of this kind are provisions for 
income tax included as working expenses in 1913, 
and repairs to rental property charged to Abstract 
“ A ” in 1913. In all these cases the increase in 
amount over 1913 is borne by the companies below- 
the-line. They have been allowed to charge above- 
the-line exactly the same amount for items of that 
kind as they charged in 1913, and that is perfectly 
fair. 

Section 13 is the next one to consider. The form 
referred to in this section is required to show all sums 
provided out of and credited to revenue which affect 
the reserves of a company for the year 1913 and dur- 
ing control. This is a most important provision, and 
several cases have been brought to notice by the 
Ministry investigators of reserves being either in- 
correctly shown or omitted entirely. For example, 
one company in 1913 made a reserve of £1,800 for 
boiler renewals, but in closing their accounts for that 
year transferred £1,300 of the amount back to the 
credit of working expenses, making a net provision 
to revenue of £500. During each year of control, 
however, up to 1918, the 1913 reserve was shown as 
£1,800, and a corresponding reserve charged to 
Government account. This company was entitled to 
make the same provision each year of control as in 
the base year, and the effect was that the Govern- 
ment was overcharged £1,300 for each year of control. 
Tliajt was revealed in the investigation of the 
accounts for 1919, and adjustments of past years will 
be required. That is a case where there was mis- 
interpretation of some kind, but that had gone on 
in spite of all the checks to which I have referred — 
it had gone on each year since the beginning of con- 
trol. 

738. I was going to ask you that. Were these base 
year accounts all checked? You are offering them as 
your base; were they all tested and checked — these 
1913 accounts? — No, they were closed accounts and 
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taken as they stood for better or worse. If you look 
at paragraph 5 of this document you will see : “ The 
net receipts (as defined) of each company appearing 
in the published accounts for the year 1913 must be 
used in arriving at ‘ Net Receipts ’ for the correspond- 
ing period of control.” 

Now we will come to maintenance, which of course 
is a very large and complicated question. 

739. Before we leave this memorandum I want to 
ask you about the audit. It says the accounts should 
have a certificate attached by the Chief Accountant, 
the auditors or professional accountant. Does that 
mean the certificate of the Chief Accountant would 
be sufficient by itself? — No. 

740. It says “ or ”? — It says “ auditors or.” 

741. What does professional accountant mean in 
that connection? — That is an accountant; not an 
accountant of a railway company, but a chartered 
accountant. 

742. He is the shareholders’ auditor? — No, but he 
maybe an advising accountant, a man of professional 
standing. You remember that in my evidence yester- 
day I drew attention to the fact that this provision 
applied only for the statement of net receipts. There 
is no requirement of that nature either with regard 
to arrears of maintenance claim or the claim for 
interest on capital. 

743. He is to be paid by the railway company? — 
Certainly. 

In considering item 2 of the reference to your 
Committee it will be necessary to give considerable 
attention to the question of maintenance. Even 
assuming that the companies are able to carry out 
full current maintenance up to the standard of 1913 
between this date and August, 1921 ; there will pro- 
bably remain an outstanding liability of well over 
£70,000,000 under this heading. 

744. From to-day? — Yes, assuming no more 

liabilities accrue. They get it on their 1913 standard 
in every case — a probable outstanding liability of over 
£70,000,000. 

745. That is excluding abnormal? — Yes, it is en- 
tirely excluding abnormal wear and tear. 

746. Nothing to do with the maintenance from to- 
day back to August, 1914? — Yes, it is entirely due 
to that. It is maintenance not carried out from 
August 5th, 1914, to date. 

747. I misunderstood your phrase “from to-day on- 
wards ” ? — That is assuming nothing more accrues. 
This is in addition to the £40,000,000 already paid 
over to the companies in respect of maintenance 
which has not been spent 

748. They have not spent that? — That is so; the 
£40,000,000 has not been spent. 

749. Who gets the interest on the £40,000,000 ? — 
The railway companies get it. 

750. They have already had £40,000,000, and want 
another £70,000,000? — They have made no claim yet, 
but assuming prices are somewhere about today’s 
level I think it must be another £70,000,000. 

751. And the abnormal wear and tear is not even 
defined? — No; nor do I attempt to define the abnor- 
mal in any part of my proof. 

752. How has that estimate been reached? — It is 
reached in this way. The present amount of 
£40,000,000 is really i.913 prices plus 15 per cent. 

753. It is really a very moderate figure? — That is 
the £40,000,000. That is the money they now have. 
You remember the Treasury agreed to 15 per cent, 
on account; therefore they have had 115 per cent, 
on arrears, and that leaves as near as I can tell 
£70,000,000. I have taken the ultimate price 200 
per cent, increase over 1913. 

754. Has it not been a good bargain for you that 
you paid the £40,000,000? — I cannot see it. 

755. Supposing you had to pay it now? — It is only 
payment on account. If I had to pay it now I 
should have had so many millions a year interest 
accruing. 

756. Only you would have so many more millions for 
increased cost? — No, you have not got rid of a penny 
of the increased cost by paying the £40,000,000. 

757. There is not a settlement? — No, not a settle- 
ment ; it is only a payment on account of what may 
be the ultimate ascertained cost. 



758. The 15 per cent, the Treasury agreed upon — 
does that not cover your liability? — Not at all; it is 
merely on account, towards our liability. 

759. That 15 per cent, itself is now challenged, is 
it not? — No, it is a payment on account. 

760. The question as to whether for a certain 
period the price has been taken at a 15 per cent, 
addition — we went into that yesterday? — No, that 
was 12J per cent., and the Government gave way on 
that. They had agreed in respect of 1914 and 1915 
that 12A per cent, was an appropriate addition on 
1913 prices to discharge the liability of the Govern- 
ment in respect of arrears of maintenance during 
those years. Later they said, “ We have to agree a 
percentage for 1916,” and after discussion they 
agreed the whole thing should be treated as a pay- 
ment on account. Therefore this £40,000,000 is in 
no case a settlement of the claim against the Govern- 
ment. The whole thing is reopened. 

761. We hoped you had settled that on the basis 
of the 15 per cent, extra? — I am sorry to say it is 
nothing of the kind. The Government liability is to 
repay to the companies the actual cost of carrying 
out those arrears. 

762. I do not remember that we got yesterdav' — 
we had a letter of Sir Alexander Butterworth at page 
46. — Yes, that is when he reopened the question. 

763. Has there been any admission since then? On 
that letter was there an admission that the thing 
could be reopened? — Yes, clearly. 

764. He says, “ The question has been raised 
whether the revision of the 12£ per cent, ivill be 
retrospective.” — Page 54, letter (58) to the Executive 
Committee from the Board of Trade, which reads as 
follows -. “ I am directed by the Board of Trade to 
state that , with the concurrence of the Treasury , they 
agree that the 15 per cent, addition to the figures on 
which are based the provisional payments to the 
Railway Executive Committee on account of arrears 
of maintenance may date bach to the commencement 
of the control period instead of to the 1st January, 
1916.” 

765. Yes, but that does not preclude the view that 
for the period for which the 12^ per cent, originally 
stood, the 15 per cent, is now a settlement? — Yes, 
clearly. If you look at the Treasury letter imme- 
diately above it you will see. That letter says the 
“ Treasury agree that the 15 per cent, addition to the 
figures on which are based the provisional payments 
to the Railway Executive Committee on account of 
arrears of maintenance may date bach to the com- 
mencement of the control period.” 

766. This 12| per cent, and this 15 per cent. — it 
was a monthly thing? — They got monthly payments 
on account; but this was fixing for the year what 
should be the addition on account. 

767. There is no value in that 15 per cent.? — No; 
it was a concession to the companies that we paid 
them more than the 1913 prices on account. It is 
merely a token figure. 

768. It has no relation to facts at all? — No, none 
whatever. 

769. What you stated to be true of the 15 per cent, 
was equally true of the 121 per cent. r— Not at all. 
When it was originally made the 12J per cent, was a 
final settlement, but that was waived. 

770. Where is the waiver; that is what I want to 
get? — Letter (57) distinctly waives it, I think — the 
one I have just read. 

771. It is waived in a most casual fashion? — I am 
afraid that is taken by the companies and by the 
Treasury and by the Board of Trade as waiving it. 

772. You mean it is waived by the introduction of 
the word “ provisional ”? — Yes, that was the basis of 
the whole of the discussions. 

773. On the 3rd April, in Sir Alexander Butter- 
worth’s letter, he raises the question as to whether 
it is a closed transaction? — Yes. 

774. Then between the’ 3rd April and the 7th June 
there had been discussions at which it was agreed to 
make it provisional, and this is confirmed in this 
letter. Is that the position? — Yes. 

775. Why was not that 12J per cent, definitely 
closed ? 
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776. Apparently the 12J per cent, was? — It was 
closed and reopened. 

777. The reopening of that means the loss of millions 
of money in some form? — Yes; at that time they said 
you could not earmark which arrears they were over- 
taking ; they said, “When overtaking arrears we 
cannot tell whether we are carrying out the 1914 or 
the 1916 arrears.” But in the end it resulted in what 
was a settlement with the railways of a 12^ per cent, 
addition for arrears of maintenance in 1914 and 1915 
being converted into a 15 per cent, payment on 
account. 

778. Of which neither is of any value? — None what- 
ever. 

779. Did you pay the £40,000,000 on that basis? — 
The £40,000,000 has accrued on the basis of the 15 
per cent. 

780. You have called attention to the document on 
page 48, No. (52). 

781. That letter clears this matter up? — Yes, I 
think it does. 

782. Is not that a serious unbusinesslike proceeding 
on someone’s part? 

783. Of course, Sir George, supposing there were no 
Question about the fact that this maintenance was 
a real figure, and not a paper figure, supposing it 
were a question of some specific tiling, and if that were 
legitimately deferred owing to the war, it would be 
fair, would it not, that that should be reinstated at 
the cost when it was in fact reinstated — that the com- 
pany should be allowed the actual cost of its rein- 
statement. That is the company’s case? — Yes, 
undoubtedly. 

784. If the deferred matter was a real thing there 
would be a good deal of ground for that contention ? — 
Yes, there would. 

785. I suppose it is a fact, or is it a fact, that in 
these figures of maintenance charges in 1913 there was 
a very large amount which might be styled really 
depreciation and provisions of that kind — not real 
maintenance, but a fictitious maintenance ? — Un- 
doubtedly. 

786. And a fictitious maintenance would remain 
fictitious, and would not require any increased per- 
centage in order to be just to the railway companies? 
— I do not know whether it is opportune for me to 
suggest it, but there can be no doubt that large 
numbers of items of maintenance cannot physi- 
cally be overtaken. Here we have this liability. I 
think I illustrated to you yesterday the painting of 
stations; if every station on a line missed a year, 
that has gone for ever; the wood may have deterior- 
ated, but I doubt if any serious damage would result. 
Then take the painting of bridges and so on. The 
same with the repaving of a station yard ; if that ha'd 
been deferred for two years during the war the springs 
of a trader’s cart may have suffered, and so on ; but 
the yard is as well off to-day if it is repaved as if it 
had been repaved 1 at the proper time. I think a lot 
of that kind of maintenance can come in. If you 
left sleepers in for another year, and they are put in 
now, they have a new life. Take a wagon : to keep 
a wagon during the war you probably spent large 
sums on its repair. Say it would have been renewed 
in 1917 in the ordinary course; that renewal has 
been deferred until 1921, and then the company will 
have got a wagon 4 years younger. 

787. Do you suppose it would be possible at the 

end of control next year — if it is next year 

Witness: August 1921. 

788. Would it be possible really for the railway 
companies to point to .any important physical things 
the maintenance of which has been in fact deferred, 
and which will require renewal then?-— In some cases, 
yes. 

789. Would it be unfair, as a matter of fact, for 
the Government to ask them to substantiate their 
deferred repairs by pointing to physical things that 
require repair? — I think that would probably be 
stretching it a little far. My suggestion, if I may 
venture to put one forward at this stage, would be 
that there should be a period of time after control — 



three years or four years ; certainly not more than 
five years — during which the formula for calculation 
of arrears of maintenance should continue. Now, if 
at the end of that time, at any rate so far as repairs 
are concerned, that money has not been overtaken 
and spent, then I should say the whole should revert 
to the Government ; a'nd that the Government should 
not have to bear the unspent balance, but should be 
repaid the 115 per cent, now with the companies ; 
because 1 think if they cannot overtake repairs in 
another three or four or five years, then they are 
incapable of being overtaken, and the money would 
not be required for the maintena'nce of the property. 

790. I understood you to say yesterday that this 
question of arrears of maintenance had no real 
physical basis; it was a purely maintenance figure? 
— That is so. 

791. That is your view? — That would be an ad- 
mitted fact. 

792. In abnormal maintenance the physical view 
must come in there? — It is difficult even there, ex- 
cept in the case of telegraph wires which have been 
down, or a landslide, or something of that kind. 

793. What was the figure for maintenance in 1913, 
roughly? — £25,000,000. 

794. And saying the control lasts seven years, that 
means in seven years you have to spend £175,000,000 
at 1913 prices; that is the position, is it not? — 
About £175,000,000, at 1913 prices. 

795. You have to spend that? — Yes. 

796. And in so far as prices go up in each year you 
have to spend more until you have spent the value 
of £175,000,000? — At the actual prices when the work 
is carried out. 

797. And your suggestion is that within five years 
after the end of control that should be all expended, 
or if it is not expended, then there should be no 
further claim on the Government? — I put it higher 
than that; I say that the amounts already paid 
should be reverted to the Government. 

798. But within the period of 5 years probably the 
£40,000,000 would be spent? — No, probably not. 

799. Supposing that £175,000,000, taken over each 
year, after allowing for the increase of costs, means 
an expenditure in the seven years of, say, what 
would be equal to £300,000,000 in 1913. If at the 
end of your five years you had only spent, say, 
£240,000,000 in present money, the Government 
would be either liable for another £60,0U0,000, or, 
if they had paid more than £60,000,000 on account, 
it should be paid back? — Yes. 

800. At any rate, it is not a question of physical 
condition? — It cannot be that. It would take 10 
years at least with a large staff of valuers to value 
the physical condition of the railway property in this 
country now; and you have no account of its condi- 
tion in the base year. 

801. If your suggestion were to be adopted, and 
you were to fix a period during which the money had 
to be spent, then the amount due from the Govern- 
ment could be calculated with absolute mathematical 
certainty ? — It would depend on their ability to spend 
it. 

802. Supposing it is said this money must be spent 
within five years from the end of the period of con- 
trol ? 

803. Do you say,. “ must be ”? — Witness : I would 
say spend what you can in those five years, 
and each year if you spend more than your 1913 
quantum on repairs, then that can be charged 
against the Government liability for arrears of main- 
tenance; but if after five more years on repairs you 
have failed to spend the total amount of the arrears, 
then it is obvious that the line does not need that 
amount for repairs, and they must by that time have 
brought it back to a much better physical condition 
than in 1913. 

804. Nothing that is spent after the five years 
period is to be charged to the Government; is that so? 
— That is so. 

805. My point really is that this figure of arrears 
of maintenance is not a figure about which there can 
be much dispute? — The line the companies have taken 
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in these papers is that a year after control would be 
a' reasonable time to cash up and pay them in full 
for the arrears based on the prices for that time, and 
on the trend of prices at that time. They want the 
money in the bank. 

806. Not discounted, but in full? — That is so. 

807. It is a point we have to consider. 

Witness : I think with all regard to every other 
point, that is the big outstanding point you will have 
to consider, and one in regard to which the Govern- 
ment could probably get more assistance from the ad- 
vice of a Committee of this kind than in regard to any 
other. 

808. I think if that suggestion you put forward were 
adopted, in your view it would be necessary to ac- 
company it by some form of Government control over 
what is spent on maintenance during that year. — I 
said the formula would be continued, and there would 
have to be the same check as to-day on that side of it. 

809. Would it not be possible, supposing the com- 
panies were given an opportunity of spending this 
money during that period, in their endeavour to get 
rid of it they might spend money which was hardly 
maintenance, but mere extension and so on? — But 
that would come out in the audit — I do not need to 
go into their receipt side — that is essential. 

810. I wanted to know whether you thought that. 

811. Are the Government compelled to accept the 
£25,000,000 which appears in the 1913 accounts as 
representing the cost of normal maintenance? — I am 
afraid that was taken as the basis. 

812. They are bound to accept it, — I would not say 
I would accept that as an item of normal maintenance, 
but you are bound to accept it as' your standard for 
control ; but I would very much question that figure 
in dealing with another aspect of this case, namely, 
abnormal wear and tear ; then I should say I do re- 
quire to be convinced that your provision in 1913 was 
normal and no more. 

813. Can you give us any information as to what 
appears in the railway accounts as representing nor- 
mal maintenance prior to 1913? — Each time we come 
up against this difficulty. The accounts for 1912, 1911, 
and all the preceding years are not strictly compar- 
able with the accounts for 1913. We had only had 
one year’s experience of the new form of accounts, but 
I could give you an approximate figure. 

814. Could it not be obtained approximately? — You 
see the whole question of the reserves and so on, was 
all dealt with in that 1913 account. You could find 
very little on comparison. Do not think for a moment 
that I am hesitating to make a comparison ; I will 
make any comparison I can for what it is worth ; but 
I am bound to warn you that I think it would be 
worth very little. 

815. Do you agree, if the normal maintenance in 
1911-12, was, say, £3,000,000, and it became 
£5,000,000 in 1913 — when you come to add the interest 
on it, and seven years of it, it is an enormous thing ? — 
I will give you an illustration later. 

816. Have you any claims from the railway' com- 
panies that they claim more than the 1913 standard 
of maintenance? — Yes, undoubtedly; and the claims 
are built upon that basis to-day so far as 1913 repairs 
are concerned. 

817. I wanted to bring that out? — I bring it out 
in full later, but it is as well to get a picture if we 
can. The claim of the companies is that they are 
entitled to spend on repairs what is necessary, and 
the Abstracts are not taken collectively. Abstract A 
is taken separately from Abstract B ; so that on some 
headings they are in excess on repairs in 1913 ; then 
they say they must have their full 1913 renewals; so 
that we really get to this. “ We want no limit on 
repairs, but if we are not spending it we have to 
take our 1913 figure as a minimum.” 

818. It may be that a large proportion of the 
£25,000,000 in 1913 is replacement and renewals, and 
not repairs; an analysis of that £25,000,000 would 
be very interesting? — I can divide the £25,000,000 
between repairs and renewals for 1913. That presents 
no difficulty whatever. 

819. That would be an interesting analysis. 

820. Is there evidence that as a matter of fact there 
was a greater appropriation to this account in 1913 
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than in previous years ; is there any such evidence^ 
that can be presented before the Committee? — I 
think if you had the Chairman of the Acountants Sub- 
Committee before you he would answer questions of 
that kind to the best of his ability. 

821. Is not the information contained in the books 
of the companies? — No; the accounts were entirely 
changed; the form of keeping them was changed by 
Statute from the year 1913. 

822. But surely the railway companies of this 
country are able to tell you one way or the other 
what they have spent on maintenance, making all- 
allowance for changes in form and so on? — I know 
what is wanted, but my accountant cannot produce a 
comparison of the repairs and renewals for 1913 with 
other years previous to 1913. That information, as 
I am now advised, and as I know, does not exist, 
even in the books of the companies, in a proper 
comparative form. 

823. Supposing it is not in a proper comparative 
form, looking to the enormous sum involved in this 
question, would you agree with this general state- 
ment : that by hook or by crook we should get what, 
information we can? — Then you have to fall back on 
the documents accepted by the Government — they 
have accepted 1913. 

824. Supposing in 1913 they scrapped 500 engines.. 
The depreciation account, which had probably accu- 
mulated for 25 years, should bear part of the cost of 
that replacement? — And no doubt did in 1913. 

825. That is what I want to get at. 

826. But you are faced — although I know what 
you are after — you are faced with the fact that 
the agreement definitely and clearly is on 1913. You 
cannot get over that. Supposing we got 1911, and 
showed the amount was £20,000,000, or £18,000,000,. 
I do not see how we could deal with it, because the 
basis is settled on 1913. 

827. Is that quite true : may not the cancellation 
of that definite arrangement in itself help in this 
matter? If we look at the Treasury letter No. (52) r 
in section 5 we see this : “In view of these considera- 
tions, My Lords will not refuse to re-open the 
question as from the commencement of the control, 
and to regard all the payments made up to date , 
including those in respect of 1914 and 1915, as pay- 
ments on account. The total sum payable to the 
companies after the control period will therefore be 
the total arrears, as determined under paragraph 2, 
plus a percentage representing increase of cost at the 
date of execution of the ivories as compared, with 
1913, less the sums already paid on account.” 
Supposing for the sake of argument we ac- 
cepted Sir George’s recommendation, and it was 
agreed by the Government that they would 
be given five years only to complete these 
works, that would be the date of the actual execution 
of the works, and if it could be claimed that the 
whole of the arrears had in fact been made good, 
then the mere relation of the money value calculated 
on the formula would not really arise. 

828. Would you turn to page 51 — Clause 5? This 
is from the Executive Committee ? — Witness : This 
is a memorandum from the Executive Committee. 
Shall I read it? “ It was agreed at the meeting ■ 
held at the Hoard of Trade on the 25th April last 
that it was desirable that the final percentage- 
should be agreed or settled within, at the latest 
tivelve months after the termination of the period 
of Government control, and the Accounts adjusted 
accordingly . As the clause stands, it might be taken 
to imply that the final percentage is not to be settled 
until the works of maintenance are actually carried 
out, which would not be a practicable procedure.” 
It would not be practicable procedure, because some 
of it can never be carried out; that is my answer to 
that. 

829. It says that it was agreed it would be desirable 
that the final percentage should be agreed. But that 
is not the agreement. 

830. Is not really the whole question here as to 
whether the percentage to be added, whether we 
are committed, or whether the Government has com- 
mitted itself, to adding the whole percentage of the 

C 4 
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increased cost, or whether you can differentiate be- 
tween what was due to Government control and what 
simply arose during control? — I am afraid you cannot 
make that differentiation in this case. 

831. Then we are tied up to the quantum of 1913, 
and we are tied up to paying the whole increased 
percentage of cost — it is page 48, No. (52), Clause 2? — 
Yes, that is the Treasury letter. 

832. They commit themselves to paying the whole 
•of the actual cost at the time? — Yes. 

833. And based on the quantum of 1913; so that 
really the only thing that can put any period to it 
is fixing a time? — Yes. There are two points it is 
important to get here, if possible. We are tied to 
1913 quantum as a minimum for repairs. I think 
we ought, in equity, at any rate, to be tied to the 
1913 quantum as a maximum for repairs; and, 
secondly, I think there should be a period of time so 
that the Government are not mulcted in liability for 
repairs if they are never required to be carried out. 
I think those are the two essential points. 

834. It is a very great temptation to anyone being 
.given five years to spend what they can in repairs 
and maintenance, and saying, “We will pay the 

bill”? 1 am only paying the bill under a limit. 

It is better than having to pay in cash before the 
five years begin to run. The worst can only be that 
you have to pay the lot, and if you pay that, you 
have to be satisfied that it has gone into the line, 
and is of some benefit for the future transportation. 
But if you pay cash it may be used for any 
scheme that may be devised. 

835. Do I understand that if you could demonstrate 
that the £25,000,000 which appeared in the accounts 
of 1913 as representing normal maintenance was not 
a sound figure, it could not be altered? — I do not 
think that can be altered. 

836. This £25,000,000 in 1913 was determined by 
the railway companies in consultation with their 
-engineers, was it not ? — It was a figure shown in their 
accounts, and duly audited by the shareholders’ 
auditors. 

837. In the early part of the conversation you 
referred to sleepers not being renewed, but I take it 
that the railway companies have had a certain basis 
for renewing sleepers, painting bridges, and so on? — - 
Most companies, not all. 

838. They have found that necessary from the result 
■of experience? — Certainly. 

839. How is it that we can suggest to them that 
their basis has been unduly excessive in the past? — ■ 
I think you have to take the facts as they are. Take 
my illustration. In the one you refer to, the painting 
of a bridge, if that bridge has gone one year longer, 
or two years longer, during the war, owing to the 
shortage of paint and to the shortage of labour to 
apply the paint, having once repainted it you do not 
repaint it at an earlier date the next time because 
you had a long spell between the two previous 
paintings. 

840. It might cost more to do the work? — But we 
have paid to do the work once. 

841. But that particular bridge has to be painted 
after so many years, and through the war it is not 
painted so quickly. Presumably, that bridge is not 
in such good condition, even if it is repainted, other- 
wise their past basis was an unsound one. — I do not 
think I could follow you there. You take your house. 
A room has gone two years longer without being 
re-papered. When you have re-papered it, I do not 
think that anyone could argue that the room or the 
house is worse off than if you had re-papered the 
room at the proper time. 

842. What about the exterior? — I think you are on 
a slippery slope. 

843. If you eliminate the physical side of the thing 
it is purely a mathematical calculation? — Yes, 
entirely. 

844. That being so, it seems to me that there is 
not much room for any great saving? — Yes. 

845. What you really contend is that if these repairs 
were not necessary during the war, they have been 
excessive in the past — they were not necessary in the 
past ? — I will say the provision was a very ample one 



in 1913. It is a very short past we are discussing- 
you are basing it on one year, and not on the average 
of five or seven years. 

846. For the sake of argument we have to take 191 J 
as a normal year, and in that year they spent so 
much money. In their judgment they thought it 
necessary? — They thought it necessary to spend and/ 
or to provide. 

847. To provide and/or spend? — To provide and/ 
or spend. 

848. Can you tell us the amount that has been 
spent during the control period on maintenance? — It 
has increased. I think this year they are spending 
at the rate of £75,000,000 on maintenance. 

849. Can you tell me what has been spent over the 
whole period? — I have not the figure in mind, but I 
could tell you later.* 

850. That £40,000,000 which has been paid already, 
are they compelled to spend that money? — -Not at all. 

851. That is, the £40,000,000 that the Government 
have paid to them — they might do what they like 
with it? — That wipes out part of the Government 
lability under arrears of maintenance; but the Gov- 
ernment have no power to say, “ You must spend 
that money.” 

852. In that £40,000,000 have there been large 
sums of money allocated for some specific purpose? — 
In the books of the companies, undoubtedly. 

853. Would it then be possible to find out if that 
large sum of money had been spent or not? — This 
money has not been spent — this £40,000,000 — not a 
penny of it has been spent, because it only represents 
115 per cent, of the 1913 prices. If they spent it they 
could come to us for the whole cost of the work, and 
not 115 per cent, on account. 

854. Could we find out from the companies why they 
have not spent certain parts of that sum? — The 
answer would be that they have not yet found it pos- 
sible to spend the money owing . to the shortage of 
labour or shortage of material. 

855. Will the railway companies credit the Govern- 
ment with the interest on this £40,000,000? — No. 

856. Have they refused to do so? — They say the 
arrangement was that they should have the money. 

857. Can we find out whether a large portion of this 
£40,000,000 allocated for specific purposes is necessary 
or not necessary? — I am afraid that in many cases it 
would be absolutely impossible to find out. 

858. Cannot we get a few big cases and try to find 
out whether that sum of money is really necessary to 
be spent or not? — You take a big item, which would 
be for the renewal or the repair of the road ; you take 
a line like the North-Western; I do not think it is 
possible for anyone to say whether that line requires 
or does not require that sum of money to be put into 
it. You have no datum line to get back to on a 
physical valuation. 

859. On a physical valuation could not you get 
back on the basis of trains run over the line? — I do 
not think that is going to show you what is the 
physical state of the line. It is an indication of the 
user. Then you have the element that they have 
deteriorated by weather as well as by traffic. 

860. I am anxious to try and find out how much of 
this £40,000,000 is necessary for the railway companies 
to spend or not to spend, and it struck me that it 
might be possible, with the assistance of engineers, 
to take two or three representative cases? — But the 
case is so big. An amount is not earmarked for a 
particular section of the line ; it is for the mainten- 
ance of the whole line. 

861. When' was the £40,000,000 paid? — It has been 
paid right through. It commences in 1914, when they 
began to pay on account. It has accrued steadily 
throughout the war by monthly payments. 

862. Therefore they have had that money in hand 
to invest in War Bonds throughout that period? — 
Yes, it has been a steadily rising figure. Take one 
company alone — the Great Western. To-day they have 
invested in Government securities £9,500,000, the 
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North-Western £7,600,000, the Midland £7,200,000, 
and the North-Eastern £6,500,000. 

863. But you could say that a large proportion of 
that money is certainly necessary to he spent? Yes, 
the renewal portion certainly, because at least half of 
that represents proper contributions towards the re- 
newals fund. The renewal they can agree; that is 
half and half roughly; half is represented by repairs 
and half by renewals; and then there is half rolling 
stock annd half permanent way. It divides itself in- 
to halves twice over. 

864. This question of arrears of maintenance was 

dealt with purely as an accounting question, because 
that was the only practicable way in which it could 
be dealt with?— I agree entirely. . 

865. But in the minds of the parties — they had in 
mind physical arrears, and in accounting the arrears 
the intention in the minds of the Government was that 
those arrears were in respect of physical arrears and 
not an accounting proposition ? — I think I should read 
to you the second paragraph on page 128 of the 
Printed Documents, which is a memorandum from the 
Railway Executive Committee. It arose on a small 
point, which I shall deal with later— the use of 
sleepers not creosoted. I will not read the first sen- 
tence of the second paragraph as it is not germane: 

“ The existing formula which has been adopted for 
ascertaining the amounts due to the Companies foi 
Arrears of Maintenance cannot be regarded as in- 
variable, or as representing a hard and fast bargain; 
it represents the simplest and most accurate means 
that so far has been suggested for measuring and com- 
paring the work done in any year of the control with 
the work done in 1913. For that purpose a money 
basis has been accepted, but the formula makes no 
attempt to equalise any difference in circumstances 
other than variations in cost of materials and labour." 

866. So that even the railway companies themselves 
agree that the money basis has been adopted as a 
matter of convenience, but they really imagine they 
are talking about a physical matter? — Yes, you are 
applying a money test to what is really a measure of 
physical depreciation. 

867. So that now, if we come back to the Treasury 
Letter on page 48, when the Treasury say “ plus a 
percentage representing increase of cost at the date of 
execution," the Treasury meant what they said, and 
that the payment was not to be made until the work 
was actually physically carried out? — Yes. 

868. And if the work is not physically carried out I 
suggest there is nothing in these letters which would 
constitute an agreement that it should be paid whether 
it was done or not ? — The companies put it forward on 
more than one occasion at discussions that twelve 
months would be more than a reasonable time for the 
Government to determine the liability and to dis- 
charge it. I do not think that there was any agree- 
ment. 

869. In making up the yearly accounts by the rail- 
way companies of their expenditure I am speaking 
from recollection from Papers that have been sub- 
mitted at the House — in the Statements of Income 
and Expenditure there was an item, Maintenance, 
so much ; and then there was an item below it. . Ar- 
rears of Maintenance, so much. Now, the question I 
want to ask you is this : Is the item which appears in 
those accounts for maintenance, money actually 
spent, or is it money simply provided? — The main- 
tenance is the money actually spent plus the renewals 
provision, which is ascertained at once and paid. It 
is the repairs actually spent plus the provision for re- 
newals ; and the arrears of maintenance is the balance 
of repairs to bring it up to the 1913 quantum, but not 
spent. 

870. So that the maintenance includes the actual 
money spent on repairs and provided for renewals? — 
Yes, that is right. 

871. Can you tell us what is the total amount that 
appears for maintenance up to the present time, over 
the period of control ?— Actually spent? 

872. The amount that appears under that heading 
for maintenance.— I could give you a figure.* 

873. We have been six years under control now? — 

Yes. 

* Vide Appendix VI. 



874. That 1913 figure would be £150,000,000? — Yes. 

875. What has actually appeared in the accounts 
under the head of maintenance? — I could put a state- 
ment in to the Committee the next time we meet. 

876. If the railway companies had actually spent 
the £40,000,000, in your opinion would they have 
been able to operate the lines cheaper than they have 
done — if they had actually spent the money on main- 
tenance over the jieriod. Has the Government 
suffered? — Undoubtedly if they had spent the money 
on renewals, for example, the repairs under certain 
headings would undoubtedly have been less in certain 
items which are at present in excess and charged to 
the Government. 

877. So that we have lost the interest and the 

efficiency ? You have gone further than that. Where 

they have not provided the plant you have lost the 
revenue-earning capacity of that plant. 

878. You mentioned that the railway companies 
had invested this money in War Bonds and other 
stocks. Would not the railway companies say, how- 
ever, that in the ordinary way they would have used 
this money for the development of their railways? — 
Undoubtedly. 

879. Would not that be rather a reply to your 
argument, that it would be impossible for them to 
to develop their lines, and therefore they invested 
the sum yearly for future development? — I should 
have thought the more appropriate method of dealing 
with that interest would have been to fund it and 
reduce the Government’s liability under this heading 
and not to go as an extra profit to the railway com- 
panies. We were being deprived of the labour-saving 
benefits of this money, whilst the interest accrued to 
the benefit of the companies. 

880. But they were unable to spend the money?— 
Yes, but they were not unable physically to credit 
the Government with the interest on it. 

881. Are you yourself satisfied that they were un- 
able? — I think you must admit that they spent what 
they could on repairs and renewals. 

882. Can you tell us the amount allocated to depre- 
ciation account ? — In 1913 ? 

883. Yes. — I can make that up for you. 

884. Could you give us ten years back? — Not com- 
parable. 

885. But I mean that particular account? — It was 
never shown before 1913 in the accounts. 

886. But you could let us know for 1913? — Yes. 

887. And since? — That is reflected in my figures; 
they are all based on 1913. 

888. The amounts specifically allocated to reserve? 

I can give you that spent and not spent. We have 

really no true picture of their reserve funds. I have 
written to them, but I have not yet got a full state- 
ment of the whole of the reserves of the companies; 
it is provided for in the Appendix to the Blue Book, 
but that is not a complete statement. I have asked 
for a full, complete statement of reserves and I hope 
to get it before we meet again. 

889. There are many questions which I personally 
should like to ask on this point and it is too late to 
do so to-day. Might we agree, first of all, to start next 
time at the point -where we leave the discussion at this 
meeting; and, in the second place, will it be possible 
for Sir George to indicate in any way how a settlement 
on alternative lines might be reached? For example, 
you have said that this is very largely a question 
of accounting. Supposing we leave chat for the 
moment and make it a physical proposition, which 
lias been also admitted, and take what would have 
been required during the period with what has been 
done. Is it possible to ascertain what is necessary, 
and try to frame on the top of that what the 
liabilities should be, on the principle that we are 
simply putting the railways in the position they 
would have occupied if the war had not occurred, and 
ruling out as far as we can any gain or advantage 
which may accrue to them under a mere settlement 
on accounting lines? I hope I have made myself 
clear. — Does your suggestion involve a physical 
valuation? I am afraid it does. 

890. Yes, I think it does. — Then you are back to 
the inherent difficulty of the situation. To make 
a settlement on the lines you propose you must have 
something to compare with it. What was the 
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physical valuation before ? I think your suggestion is 
to compare it with what would have been the physical 
condition of the lines if the Government had not 
had possession of the lines at this date. I do not see 
how you can ever get at it. 

891. I know the difficulty of comparison; but sup- 
posing we simply put the lines in a good condition 
of repair and use at the present time. Now, it 
should not he impossible to ascertain what that would 
cost over the railway systems of this country. I am 
trying to explore in my own mind whether there is 
any alternative to this settlement on accounting 
lines. Frankly my view is that if this is adopted 
as an agreement — Paragraph 5 — then the country is 
in for millions of money, and I am not sure according 
to your own statement that the country would he 
justified in making -any such payment. You have 
just said that the stuff — I know it is debateable — • 
that it has not suffered substantially; it is a post- 
poned activity ? — Wit ness : In some cases. 



892. We want to keep that clearly in mind, and 
I think many circumstances have supervened which 
would go far to modify this. That is only a pre- 
liminary view on my point, but I want to find 
out before the next sitting, and at the next sitting 
we could have an alternative suggestion. 

893. It is a very important point? — Yes, it is. 

894. You might think over that?— Yes, with 
pleasure. 

895. Then we will follow on the discussion then? — 
I have really only begun my statement on main- 
tenance; but we have covered a good deal of ground 
m this preliminary talk which will lighten the" proof, 
and I can reduce it. 

896. Assuming they made an extraordinarily large 
provision in 1913, and, if they had not done that 
and declared a higher dividend, we should have been 
landed for a higher deficiency? — Yes. But by its 
being done in that way we are not landed in that 
amount, but that amount raised to present values 
as compared with 1913 values. 
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Present : — 

Lord COLWYN (in the Chair). 

Major HARRY BARNES, M.P. 



Sir GODFREY COLLINS, C.M.G., M.P. 

Mr. WILLIAM GRAHAM, LL.B., M.P. 

Sir HARDMAN LEVER, Bart., K.C.B. 

Sir George Beharrell, D.S.O., 

897. Witness : I think we were discussing, when 
we rose on the last occasion, the question of the out- 
standing liability with respect to arrears of main- 
tenance, and I had mentioned a figure of some 
£70,000,000 as representing the possible outstanding 
liability under this heading. 

This question of maintenance assumed importance 
almost at the outset of control, but it was from an 
entirely different point of view from the importance 
which attached to it later. At that time it was a 
question of safeguarding the Government against 
the possibility of any company spending abnormal 
sums on maintenance during the period of control, 
and Sir Herbert Walker — who, you remember, was 
Acting Chairman of the Executive Committee — 
wrote to the Board of Trade on the 9th 
August, 1914 — Document (5), page 7 — assuring 
the President that the Executive Committee 
had taken steps to safeguard the Government in this 
connection. In this letter Sir Herbert Walker 
stated that the companies regarded it as an 
obligation of honour to protect the Government 
against the possibility of such an event. The 
Executive Committee issued a Circular Letter to the 
companies on this point. 

898. Which is that? Is that in the Print? — The 
Circular Letter is not in the Print. Of course, there 
were hundreds and thousands of circulars issued by 
the Executive Committee to the companies, but I 
have not traced the proceedings down to the actual 
passing of any decision from the Executive Committee 
to the companies, except in one or two exceptional 
cases. Throughout the various agreements, although 
limitations were fixed as to the amounts to be 
allowed to companies who were in arrear, either in 
regard to repairs and/or renewals, no definite 
restriction on the amounts to he debited to the 
Government for maintenance was inserted in any 
agreement except with regard to complete renewals 
of permanent way and rolling stock with which I will 
next deal. In effect, companies could spend what 
they considered necessary on maintenance, but if 
they spent less than in 1913 the amount spent in 
that year was to be paid to them. The question is 
now in correspondence with the Railway Companies’ 
Association. As far as complete renewals are eon- 
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recalled and further examined. 

cerned, from 1916 onwards, if excess renewals are 
carried out, the additional cost of such excess- 
renewals over 1913 prices is borne by the Government. 
The prime cost is borne by the company. That 
means, in short, that the companies claimed they 
could spend anything that was necessary on repairs ; 
they were limited so far as renewals were concerned, 
but from 1916, if they carried out excess renewals the 
additional cost over 1913 prices fell to be borne by 
the Government. 

899. I think you had better refer us to the print 
with regard to the impression that the railways could 
spend any amount on repairs without limit? — The 
point I have in mind is that I cannot find anv 
definite restriction in the agreement. 

900. No, there is no definite restriction; but, on 
the other hand, there is no statement that they 
may ? — That is so, but I cannot refer you to a positive 
document such as you have indicated. 

901. But do you not understand the general in- 
tention of the agreement to have been that the 1913 
quantum should be the standard of all maintenance? 
— Yes, that was the intention. 

902. But here the railways claim that they may 
spend any amount on repairs they consider necessary? 
— In fact, are so spending. 

903. That is not rolling-stock? — It is rolling stock, 
and permanent way. 

904. In the Blue Book, Section 4, on page 29, what 

does this mean : “ The expenditure chargeable for 
the control period must he ascertained as far as it 
is possible to do so, with the proviso that the amount 
charged for the renewal of permanent way and rolling 
stock is not to exceed the am.ount, included in the 
corresponding period of 1913 . . .”? — That is 

renewals only, you observe. 

905. I understood you to say your observations 
applied both to rolling-stock and permanent way? — 
Yes; and this paragraph applies to both rolling-stock 
and permanent way. It was subsequent to this date 
that the onus of bearing the extra cost of excess 
renewals was put on the Government. 

906. And this provision was to that extent modi- 
fied? — Yes, it was. 

907. Where does that appear in the document the 

modification of it. Does it appear at all? I shall 
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come to the exact place, and I will give you the 
reference later, if you will not mind. 

908. You use the expression “ are so spending ”P 
— I will give you one illustration of that from my 
examination of the expenditure figure for the month 
of September in this year. I have taken out, both 
for permanent way and rolling-stock, the average 
monthly expenditure for the year 1913, on all main- 
tenance — repairs and renewals. I cannot divide the 
expenditure between individual months, but I have 
taken the average monthly expenditure for the year 
1913. I have standardised that at 100, and I have 
taken the expenditure for each of the months during 
this year. Now, in the case of rolling-stock we have 
nine companies which are already excess companies — 
that is to say, they have no arrears under this 
Abstract; they have, in fact, spent more than the 
1913 charge; and yet we find that in the month 
of September, assuming my 1913 figure is 100, one 
company spent 1,034 — an excess company; another 
company spent 449; — of course, you have the differ- 
ence in price to bear in mind, but these are far and 
away above any difference in prices; — another com- 
pany spent 261, and another spent 1,797, — 18 times 
the average monthly expenditure of 1913. 

909. On that basis of 100, could we have the 
average of the ni'ne companies based on the figure 
100 for the 7 years, 1913 to 1919 ? — Yes, I can pro- 
bably give you that this afternoon, or if not, I will 
give it to you to-morrow morning. It must be a 
loaded average. I give you that merely as an illus- 
tration as to how things have to be watched and how 
they are going. 

The first detailed instruction, Section 4 (Blue Book) 
provides that “ The expenditure chargeable for the 
control period must be ascertained as jar as it is 
possible to do so, with the proviso that the amount 
charged for the renewal of permanent way and 
rolling-stock is not to exceed the amount included in 
the corresponding period of 1913, except under 
special circumstances, such as additions to the length 
of line opened, additions to rolling-stock in service, 
or an increase in the cost of renewal work carried 
out during the period of control resulting from in- 
creased price of labour and materials.” That refers 
entirely to renewals, and not repairs. Now, in sub- 
section (c) and (e) of the same Section provisions for 
estimated expenditure liabilities are dealt with. 
Would you like me to read those sections? They are 
very important. 

910. Secretary : Those sub-sections read as 

follows : — 

“ (c) Provisions for estimated expenditure 
liabilities. — In determining the amount of 
revenue expenditure for the control period, each 
company must follow strictly the method which 
regulated the preparation of the accounts in 
1913, and provisions to be made should be pro- 
portionate to the sums necessary for the half- 
year ended 51st December, 1913. Particularly 
should this principle be observed in setting up 
reserves for depreciation or provisions for main- 
tenance of locomotives, carriages and wagons, 
permanent way, bridges, stations, etc. 

(e) Arrears of maintenance work. — In the 
event of the companies being of opinion that 
arrears of normal maintenance work have arisen 
during the control period, His Majesty’s Govern- 
ment have undertaken to consider on their 
merits any representations submitted to them; 
and, if necessary, a statement should be prepared 
at the end of the control period of any liabilities 
of this nature not included in the accounts pre- 
pared currently. (No such statement will be re- 
quired in cases where pi'ovision is made for main- 
tenance by carrying, definite sums to a special- 
fund in anticipation of actual expenditure.) ” 

911. May I ask one question before we go on to 
that? Do the parts which have just been read form 
what you would call in writing the steps that are 
referred to in Sir Herbert Walker’s letter on page 7 
(Document (5))? Was this the development? — No. 



912. What was it? — This document was to enable 
the companies to recover arrears. It was nothing 
to do with the steps taken at that time. 

913. Take that phrase in Document (5). Can you 
point to any print or statement of the steps to be 
taken by the companies? — No. I can get you the 
circular that was issued at that time by the Execu- 
tive Committee.* 

914. I should like to see it. — I did not think it 
was a material document; but if you ask for it we 
can produce it at once. 

I should like the Committee to mark the words 
“ consider on their merits any representations sub- 
mitted to them.” That is in Sub-section (e). Now, 
those words are very guarded words, but the com- 
panies set out an interpretation of those words in 
a letter dated the 16th January, 1915 — No. (35); the 
interpretation reads : “ . . . the Government ad- 

nvit the principle that, if in the special circumstances 
obtaining during the period of control, a railway 
company had to postpone works of maintenance ( i.e ., 
the repairs and renewals of its works and plant), 
which in the ordinary course would have been 
executed within the period and their cost charged 
as working expenses, the cost of such works, when 
they come to be executed, is a fair charge against 
the Government.” That took it much further than 
the clause which was read, and the Government at 
that time accepted the interpretation which I have 
just given. 

915. Where is their acceptance? — It is a copy of a 

Treasury letter which was forwarded to the com- 
panies— No. 37, on page 27—“ . . . They agree as 

to the intention of the understanding with regard 
to Arrears of Maintenance Work as described in the 
Railway Executive Committee’ s letter of the 16th 
ultimo. . . .” 

916. That made the matter now more favourable for 
the railways than before? — Yes, clearly. 

917. Was the form of words in the Railway 
Executive Committee’s letter of the 16th January 
the form of words ultimately adopted in the circular 
issued on the 4th March? — Yes. 

918. There had been some other words suggested? 
—Yes. 

919. We have not the original proof; we do not 
know what the words were that were replaced by 
these final words— I mean the words in the circular 
on page 30, 4 (e) — issued on the 4th March, 1915? — 
Yes. 

920. But they are referred to in a letter of the 
16th January, 1915 — that is three months previously? 
—Yes. 

921. And there the Railway Executive Committee 
say they are prepared to accept the form of words 
suggested in substitution of Clause 4 (e), which looks 
as if there had been a Clause 4 (e) which had been 
replaced by the one that is now on the paper. 

922. Yes. As I understand it, this letter of the 
16th January the witness was pointing out was an 
interpretation of the wording on page 30 under (e). 
— Yes, I think it undoubtedly is. 

923. But it is an earlier letter? — I do not know 
why they did not alter the instructions; but, of 
course, at that time these instructions were being 
urgently pressed for ; they had been passing back- 
wards and forwards between the various parties. 

924. Are we to understand the Blue Book dated 
4th March, 1915, was in fact in existence some time 
before, though not, perhaps, finally settled? — Yes, 
a considerable time before. It was worked on as a 
draft for a long time before that. It contains 
instructions as to the opening period, and so on. 

925. In other words, the letter of 16th January is 
already an interpretation of a document which in 
its final form is dated the 4th March? — Yes. 

926. But this Blue Book formed a code wmch grew 
out of the correspondence, so to speak, did it not? — 
I must say it has been interpreted throughout that 
the letter of the Treasury of the 10th February did 
modify the views of the Government towards that 
particular question. 



* Vide No. 1185 infra 
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927. But did the code wipe out the correspondence, 
or was it regarded as a summary upon which all 
activity was to proceed, or was it to he read along 
with other correspondence and documents? — It must, 
I think, be read with the particular letter to which 
I have referred. 

928. It is a rather remarkable position that here 
is the document which in its final form was issued 
on the 4th March to be a code to control all these 
matters, and we have an indication that a letter 
of six weeks earlier is to be brought in in order to 
interpret and modify the meaning of the wording 
that is finally adopted? — Yes; but I do not know that 
I can say anything more. 

929. The point I have to put is this: What can 
you point to to indicate that it was intended that 
this letter of the 16th January should be taken as 
modifying the full meaning of the letter ? — I think 
you will find the documents issued will bear that 
out. The Blue Book is not the final but the first 
word. Instructions were issued for subsequent years 
which fully bring that out, you will find. 

930. If we could have that draft memorandum 
referred to in the letter of the 16th January and see 
the Clause 4 (e) which was afterwards replaced by 
the Clause 4 (e) in the document to which we are 
referring, that would help us— 4 (e) of the draft 
memorandum is quoted at the end of letter (33). 

931. That is just what I want. 

932. But if the wording in 4 (e), as settled for 
the 4th March, is a modification of the wording 
that was in the draft referred to by the letter of 
the 16th January, then it is evident that the letter 
of the 16th January had been taken into account 
in settling a modified wording ; therefore it does 
become important to see the draft memorandum and 
to find out whether the wording is identical. 

933. On page 25, at the foot of document (33), 
you get the draft. 

934. But if that is so, then the words have been 
introduced afterwards. 

935. Secretary : Perhaps there is a misunder- 

standing. The 4th March was the date when the 
Blue Book was issued by the Executive Committee 
to the companies; but, as a matter of fact, it would 
have been agreed between the Government and the 
Executive Committee beforehand. The difficulty is 
that there does not appear to be any letter which 
specifically says on behalf of the Government that 
the Blue Book, as printed, is approved. 

Witness: You find it does continue objections to 
various clauses, and that is where it is left. 

936. Secretary: I suggest that on the 10th 
February, when the Treasury letter was written, 
the Blue Book, as we have it, was substantially 
approved ? — Yes, that is so. 

937. I am in this position, that if I take page 25 

and the draft Clause 4 (e) as there set out at the 
conclusion of document (33), I do not find the 
emphasised expression “ to consider on tlieir merits ” 
at all ? — But if you read the letter, Sir, you will see, 
“ • ■ • T-n reply I am to request you to inform 

the Board of Trade ” — (this is from the Treasury 
to the Board of Trade)— 11 that, on the understanding 
that Mr. Gurney Fowler sees no material objection 
to the Memorandum. My Bonds concur in its terms , 
subject to the following observations: ( 1 ) In substi- 
tution for Section 4 (e) ’’—(that is the draft at the 
foor of the letter)— 11 they suggest the following 
words: ‘ In the event of the companies being of 
opinion 1 ” and so on. 

938. On the 1st January there is a form of words 
drafted by the Government? — That is so. 

939. Then on the 16th January the railways seek 
to put a meaning to those words? — That is so. And 
that is confirmed by the Treasury letter of the 10th 
F ebrua.ry. 

940. T am satisfied about it now. 

941. Witness : These provisions apply to all 
working expenditure and embrace repairs and 
renewals of all descriptions : Abstract A — permanent 

way, signals, bridges, stations, etc. ; Abstract B 

rolling-stock and machinery for repair of same; 



Abstract C — locomotive department coal wagons; 
Abstract D — hydraulic and other mechanical appara- 
tus ; Abstract E — head offices equipment ; Abstract F 
— cartage, horses and lorries, including motor 
vehicles, stables, etc. ; Miscellaneous — sacks, cloak- 
rooms, lavatories, etc.; Omnibuses; Steamboats; 
Canals ; Docks, etc. ; Hotels, etc. ; Structures, Hotel 
decorations, and so on. 

942. The consideration for that agreement was thav 
the companies would undertake the manufacture of 
articles of military equipment? — That was the begin- 
ning of the arrears of maintenance discussion. As I 
mentioned before, at that time some of the companies 
had undertaken the construction of a large number 
of stretchers and general service wagons. That was 
the first munitions work of the railways. It extended, 
as you know, to shells, and even to guns and gun- 
limbers. 

943. How would the manufacture of stretchers and 
that sort of thing have any effect on the upkeep of 
the permanent way? — Nothing to do with the per- 
manent way, but it had an effect on the carriages and 
wagons. 

944. Have you any approximate figure of the 
amount manufactured by the railway companies of all 
classes of goods? — No, I have not. 

945. Was it £1,000,000 or £5,000,000 ?— I should 
think it .was more than £5,000,000 throughout the 
war, because they turned out large quantities of shell 
and that sort of thing. No doubt the Ministry of 
Munitions could supply that figure in the most con- 
venient form. 

Now, if a company in the base year, instead of 
charging to that year's account the actual amount ex- 
pended on maintenance, increased such expenditure 
by a reserve for depreciation or for maintenance not 
performed, or, on the contrary, reduced its expendi- 
ture by a transfer from suspense, it is regarded as a 

provision ” company — we shall come across this word 
many times — and in charging expenditure to the 
Government account must follow its practice in 1913. 
As a rule, such provisions are in respect of complete 
renewals only, but m some cases provisions are also 
made for partial renewals and/or repairs. The com- 
panies were divided into two classes first of all — pro- 
vision and non-provision companies; but we come to 
a further sub-division now, what are called programme 
and’ non-programme companies. A company can be 
a provision company and yet not working to a pro- 
gramme. A programme company is a company whose 
practice if is to provide for renewals on a fixed basis, 
whilst a non-programme company spends each year 
sums of money generally varying according to its 
financial position or the maintenance demands at the 
time. Renewals of permanent way and/or rolling- 
stock are covered by a special clause in the agreement 
which is quoted above (Section 4 of the Blue Book), 
restricting the amount chargeable to the 1913 stan- 
dard, adjusted to current rates of wages and prices 
of materials, and by additions to length of line and 
numbers of stock. As a result of differences of opinion 
as to the intention of this Clause the Railway Execu- 
tive Committee and the Government accountants dis- 
cussed its meaning, and Circular Letter No. 686 was 
issued (page 34) on the 28th September, 1916, giving 
an agreed interpretation of it. This Circular Letter 
does not appear to have been submitted to the Board 
of Trade or to the Treasury. It is a most important 
circular, embodying, as I will show in a few moments, 
an entirely new principle; but there is no trace that 
it was ever submitted beyond the Government 
accountant and the Executive Committee. 

946. Then does the word 11 agreed ” mean agreed 
between the Executive Committee and the Govern- 
ment?— No; it means agreed between the Rail- 
way Executive Committee and the Government 
accountant. 

947. Who was that?— Mr. Wyon, at that time. I 
want to be perfectly fair, and I must say that this 
ciicular was embodied in the Irish agreement some 
six or eight months later, and that agreement was 
approved by the Board of Trade— and submitted to 
the Treasury. 
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948. But this particular circular, No. 686, was not? 

. — Not at that time; but it was embodied in a subse- 
quent agreement which was approved. 

949. That would put us in the position by and by 
of inquiring what amount of examination the Irish 
agreement underwent? — Yes. 

I should like you to note here the words in (b) of 
this letter, “ increased first cost,” which was only 
applicable to rolling stock, and the companies are 
required to follow their established practice where 
one exists. In arriving at the amount of the pro- 
visions, companies have to satisfy the investigators, 
and subsequently the Government auditors, that the 
claim made is reasonable having regard to all the 
circumstances; and it should be noted that whilst 
provision is made for increased allowance in respect 
of additional mileage of line, additional units, and 
increased first cost of rolling stock, no provision is 
made for the reduction of the provision where either 
the mileage of the line, numbers of units, or increased 
first cost of rolling stock, are less than in 1913. This 
is another illustration of the lack of reciprocity in 
these arrangements. 

There were no definite arrangements as to the 
method of making the additional provision for re- 
newal of additional mileage of line apart from the 
question of practice and the satisfaction of investiga- 
tors. Three different methods are known to be in 
operation for arriving at this additional provision. 
For example, there was the provision on the 1913 unit 
cost of renewal based on the total mileage ; there was 
the provision based on a twenty years’ life calculated 
on the actual cost of laying the additional line; and 
there was the third provision for additional line based 
on unit cost of actual mileage renewed during the 
particular year of control in which the additional line 
was laid. Additional mileage has not been brought 
into use to any great extent during control, but there 
have been cases of reduction in mileage due to the 
taking up of lines in order to provide permanent way 
for the Army in France. There have been no cases of 
change such as have arisen in the case of rolling 
stock. Permanent way is much more constant than 
rolling-stock. I shall deal with that in a few 
moments. There are several methods in operation 
for arriving at the renewal provision of programme 
companies for rolling stock. There is the provision 
based on a percentage of capital value, generally to 
cover the life of the vehicles ; there is the provision 
based on a percentage of first, cost of vehicles in 
service, generally to cover the life of the vehicles. 
The essential difference between these two methods is 
that in the first the provision is to replace the cost of 
the vehicles charged to capital, whilst the second is 
to replace the original cost of the vehicles whether 
charged to capital or not. The third is a provision 
on the basis of renewal of a fixed number of units 
annually. This would vary with any increase in the 
total stock of the company. The fourth and last 
is a fixed sum annually, but having no definite 
relationship to either the value or the number of 
units — a block sum provision. In each of the above 
cases the companies are entitled during each year of 
control to charge the Government with the amount of 
the 1913 provision phis an allowance for additional 
stock. 

One case has been brought to our notice where a 
company is seeking to alter its practice in providing 
for renewals of rolling-stock. It is a company which 
prior to control followed the third method indicated 
above; that is, it provided for renewals on the basis 
of a fixed number of units annually. It is now 
seeking to adopt the second method, which would 
improve its position in relation to the Government. 
As a matter of fact, with this company there has 
been a reduction in the number of units to be main- 
tained as compared with 1913. This claim is being 
challenged. 

Now, with regard to the non-programme com- 
panies, Circular Letter 686, which we have before 
us now (page 34), entitled them to charge the 
Government during each year of control with the 
amount exp -mded in 1913, plus a provision for any 



additional units in service. In effect that made them 
programme companies. So that really we have pro- 
gramme companies and non-programme companies, 
but this circular letter stereotyped the provision, and 
in effect a non-programme company became a pro- 
gramme company on the 1913 quantum. 

950. What was the object of the word “ pro- 
gramme ” ? — It is a very well-known phrase in the 
railway world. Programme companies are companies 
that make a definite provision for the renewal of 
either permanent way or various plant on a definite 
basis. As I have illustrated, there are many bases; 
but if a company follows one of these bases, it is 
working then to a programme. 

951. Was that the dominating system from this 
point onwards, you put them on a programme foot- 
ing? — Yes, certainly, they are programme companies 
in effect. 

952. All of them? — Yes, by the operation of this 
circular. 

953. No class survived otherwise? — No. 

954. Did it work out in practice that the pro- 
gramme companies allowed a certain percentage for 
maintenance each year? — Yes, sometimes main- 
tenance, on first cost, on average life, and so on — 
there were several bases. 

955. It was a sum, no matter whether it was actu- 
ally wanted or not? — Yes; it was a sum arrived at 
on the experience of the past. It took account of the 
physical condition which had obtained in the past, 
but was not governed by the physical condition of 
the line or of the plant at the moment. 

956. Was the figure worked up from the physical 
condition, or was it a figure they determined to 
spend? — A figure they determined to set aside — I 
think that would be the proper phrase. 

957. They determined to set aside a certain sum 
and then they decided how they would spend it? — 
Yes. 

958. The sum set aside in 1913 would be a certain 
figure. Can you give us — take the whole of the com- 
panies — what that figure amounted to and the per- 
centage it would represent on the first cost or the 
written down cost of the plant which was to be main- 
tained? — You cannot get the separate value of the 
plant. 

959. You see, you told us various companies had 
various methods, and I was trying to see whether I 
could visualise the situation as a whole in 1913? — I 
can give you the amount. 

960. You painted the picture in detail? — Yes, I 
know. It is very difficult unless you have cubist 
abilities. 

961. You have done it accurately and fully; but if 
I could see the whole for 1913 as a percentage it 
would help. — A percentage of what? 

962. On the first cost or written down cost. — But 
you see that figure does not exist in our railway 
accounts. That is the trouble. We know what has 
been spent on the line and rolling-stock out of 
capital; but there is a large amount of rolling-stock 
which has not been built out of capital — duplicate 
stock; that has to be taken in the aggregate; some 
companies made provision to renew that stock, others 
did not. You cannot get a definite figure that 
wagons, for instance, cost so much money, or that 
ivagons are -worth so much money to-day. Those 
figures do not exist. We can say what relation the 
provision bears to the capital spent on rolling-stock, 
but that is not the full picture by any means. I 
can give you the renewals in relation to the amounts 
shown in the accounts of the companies as charged 
to capital for what it is worth. I can do that 
quickly ; it is a matter of a few minutes — the amounts 
provided for renewals in relation to capital, that is, 
as regards rolling-stock. When you come to per- 
manent way you come to a much more difficult 
question ; you have all kinds of buildings in that 
which do not come into anything in renewals — a huge 
warehouse, for example. 

963. It is so complicated. Perhaps you will con- 
sider the question later. I am anxious to know the 
situation in 1913 as a whole, if possible, the sum 
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spent on wagons and on rolling-stock and on lines; 
and then, if possible, as a percentage on the present 
cost and the first cost — if it is possible to arrive 
at any such figure? — (Witness) : My accountant has 
handed to me a statement which we have prepared. 
It does not quite answer your point, but it will 
enable you to get some picture into your mind. It 
is the amount spent on the maintenance of wagons — 
that is, repairs and renewals — by the principal com- 
panies in the year 1913. The average is £4 17s. 5d. 
per wagon; that is for a total of 691,000 wagons. 
But, of course, they vary very much. They vary 
from £2 18s. 2d. to as high as £7 4s. lid. — the 
maintenance cost per wagon in 1913. That variation 
is accounted for by two reasons. One is that the 
company spending the largest amount has by far the 
largest percentage of high capacity wagons, and is 
what we would call a generous company ' in its pro- 
vision for renewals. The other is a company which 
is in a much more impecunious position and had small 
wagons and notoriously starved its plant. So that 
you get the wide difference between £2 18s. 2d. and 
£7 4s. lid. 

964. But we were trying to get a percentage 
between the maintenance and the original cost, and 
there it is not the same as a manufacturing plant 
— No. I will give a figure, but it will not be an 
actual one — the capital put in relation to the ex- 
penditure is not comparable, but it will give some 
indication. 

965. The average value of a pre-war wagon was 
about £60, was it not? — What capacity? 

966. The average. — No, it was higher than that. 
You are speaking of first cost ? 

967. You could get a good 10-ton coal wagon, I 
think, for about £80? — Yes, that is right; but that 
was not a hopper wagon. 

968. No; but there were many wagons much less 
good than a first-class 10-ton mineral wagon. — Yes; 
on some of the lines they were down to old 6-ton 
wagons. The first cost of a 10-ton wagon befo~e 
the war would run to about £90. Of course there are 
covered wagons, hopper wagons, and high-capacity 
wagons; so that you get into bigger money than that. 

969. Are the sums you have referred to that have 
been spent since 1913 the actual amounts spent on 
renewals, or do they include the provision? — In re- 
newals it includes the provision. 

970. And the companies have provided something 
more than the actual amount expended in 1913? — 
Certainly, on renewals. 

971. How did they calculate how much more it 
would be? — The value of articles was ascertained, 
and I come to that in my arrears of maintenance 
formula. 

972. It was not in any way by agreement with the 
Government? — The Government auditors agreed the 
schedule of articles which should be taken i'nto 
account, after an investigation. As a matter of fact, 
that schedule of articles is now being investigated 
by the Ministry’s technical officials; but I explain 
that in a few minutes if I may be allowed to take it 
in its place. 

973. With regard to 1913. It seems to be very 
important to get, if we can, a picture of 1913. In 
the case of a programme company, would the pro- 
gramme be settled in some proportion to the receipts 
that were coming in? — Not if it were a sound pro- 
gramme. 

974. You mean a programme covering a number of 
years? — Yes. 

975. Because in 1913 you had a boom year? — Yes. 

976. And therefore there would be, according to 
commercial practice, every tendency to put money 
into secret reserves, especially in the good companies, 
which would take the form in many cases of dealing 
with repairs and renewals? — There is no doubt about 
that. 

977. So that the money spent would have a relation 
not no much to the capital cost as to the temporary 
boom — In the case of many companies I have no 
doubt that the provision in that year was higher 



than the average because of the fortunate position in 
which they found themselves with regard to receipts. 

978. What I am really at is, I want to find out 
what is the meaning of this word “ programme ” 
from that point of view. Does “ programme ” mean 
a programme for the year having regard to the 
financial position at the moment, or is it a programme 
for a series of years? — No, I think it would come 
more under the heading of provision rather than of 
programme. 

979. You come to a provision on the top of a pro- 
gramme? — Yes. 

980. I feel with my colleague, that it is very im- 
portant that we should really get a picture of 1913 
and be able to form an estimate of what really took 
place in 1913. — Yes, You will remember that I was 
asked a question with a view to making a comparison 
between 1913 and previous years. But that is extra- 
ordinarily difficult owing to the alteration of the 
form of accounts, because the reserves were differ- 
ently shown in the years prior to 1913. 

981. But you agree that in 1913 there would be 
every tendency to spend with reference to visible 
receipts rather than with reference to capital neces- 
sities? — Yes, I do agree. 

982. You do not mean actually to spend, you mean 
to provide? — I think both. 

983. That is to say, they would see they were in 
a good year? — Yes. 

984. And from meeting to meeting, as good 
accounts were given of the receipts, they would agree 
to spend more and more? — Certainly; or set aside. 

985. Yes, I include both. It would be spent for 
our purposes, whether it was set aside or actually 
physically spent. 

986. Would it be possible to set down in a memo- 
randum, say, 5, 7, or 10 points — to whatever they 
amount— on what might be described as the excep- 
tional or unusual steps that were taken in 1913 
because of the position of the companies? — It could 
not be done from the accounts. 

987. I do not suggest you should give any state- 
ment of finance; but a statement that certain things 
were done in 1913, within the knowledge of your- 
self and other people, which were exceptional steps. 
— I do not think you can carry it any more than to 
making a provision; but it would come under the 
various headings, whether locomotives, carriages, or 
permanent way. 

988. It is important from that point of view to 
get evidence of it. It would entitle us to look 
more strictly at the construction of the agreement 
than otherwise. If the agreement were, in its his- 
torical nature, liberal towards the companies, then 
we are entitled to take a very .strict view whenever 
the company claims something in its favour after- 
wards. 

989. But whatever may have been done in 1913, 
that year was the agreed basis? — That was the 
accepted year; but the whole position is so changed 
owing to the increase in prices. You see, the com- 
panies accepted the 1913 net receipts, and they made 
a big provision in 1913, let us assume. If it had 
been a short war, and prices had remained fairly 
level, it really did not matter. Their net receipts 
had been reduced by this extra provision, but they 
continued to make that provision and to accept the 
lower net receipts. But it is when you come to a 
longer period, which was never contemplated, that 
it matters. Then, if they over-provided in 1913 by 
£1,000,000, they get that £1,000,000 now, and it is 
cumulative each year and increased by the percentage 
rise in labour, materials, and so on. 

990. But we have to presume these figures of 1913 
take into account physical' quantities, and we want 
to get the physical equivalent of a later time. — I 
am afraid it is money, and not physical. 

991. My point is this; I do not want to raise the 
controversy we had a fortnight ago with regard to 
1913, because there was a kind of feeling that for 
the purposes of present discussion that was to be 
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the year . — Will you look at Section 5 of the 

Blue Book — if I may interrupt you for a moment — 
page 30. 

992. You refer to the statement, “ The net re- 

ceipts (as defined) of each company appearing in the 
published accounts for the year 1913 must be used 
. . ? — Yes; “ must be used.” 

993. I am not disputing that; but I have a difficulty 
in my mind. Supposing at the end of this Inquiry 
we felt that a certain compromise was necessary, 
that there might have been errors on both sides — 

I will put it like that — now would it not be rather 
important m that state of affairs to look at a 1913 
which was stripped of what we might call artificial 
.elements; and is it possible — I am not asking for 
figures — to get a statement of deeds that were done 
in 1913 which might be regarded as exceptional — 
I do not say irregular — which, after being deducted 
from that year, would leave it a really normal year 
for the purpose of our Inquiry and for any settle- 
ment we might recommend? — Witness : I do not 

think I could help you there. 

994. Will you be able to submit any figures com- 
parable with 1912 and 1911? — The comparison, for 
what it is worth, I can give you now just as readily 
as I could later. There are several points which 
disturb the comparison, but I have made the compari- 
son, and I have made it as embracing as I can so as 
to remove certain elements of disturbance ; but taking 
Abstract A as an illustration, in the years prior to 
1913, the repairs of certain rented property, that is 
where the revenue is above-the-line, as we under- 
stand it, was included in Abstract A; it is not now 
so included from 1913 onwards. Therefore, to that 
• extent the comparison is in favour of the companies. 

On the other hand, the maintenance of telegraphs 
in the previous years was included in general charges ; 
it is now in Abstract A. Then there were certain 
transfers in connection with the locomotive expendi- 
ture; to avoid some of that I have taken in my 
comparison the whole of the locomotive power charge, 
that is the running as well as the maintenance of 
the locomotives. The Committee will realise that, 
so far as running is concerned, that is usually just 
an absolute fact as to what the running has cost; 
there may be a question of writing down the value 
of locomotive coal, or something of that kind, but 
generally speaking it is less susceptible to — shall 
I say — artificial influences. Taking it all together 
the total of the three items which I have put down, 
that is maintenance of way and works, locomotive 
power, repairs and renewals of carriages and wagons, 
come to these figures for the four years 1910, 1911, 
1912 and 1913 — I will omit the odd hundreds so as 
to make the comparison more easy to follow. 

995. Before you give the figure this is really not 
a comparable figure to the £25,000,000 for the year 
1913? — I have had to add something to that 
£25,000,000, because otherwise the comparison would 
have been a very misleading one. I think it is a 
more useful one as I am giving it to you. 

996. Taking into consideration what you said in 
your preamble ? — This is not just the controlled com- 
panies; it is all the companies in the United King- 
dom, but, of course, the controlled companies are a 
very large proportion. 

997. That does not compare quite with the 
£25,000,000? — That is so. 

998. Because there are some companies that are 

not included? — They really do not amount to any- 
thing ; the big disturbing factor is that I have 
brought into the comparison the locomotive running 
so as to make the figures more comparable than they 
otherwise would be. 1910, £38,753,000; 1911, 

£39,743,000; 1912, £40,658,000; 1913, £44,551,000. 
I think it is necessary, in considering those figures, 
to have some regard to the traffic receipts. 

999. The figures puzzle me, because they are all 
much larger than the £25,000,000 P— ' Yes, certainly, 
because we have added to the £25,000,000 an item 
of £18,166,000, being the locomotive running ex- 
penses for 1913. 



1000. And in arriving at 1913, you take these 
accounts as under the new legislation, the 1911 Act, 
but simply add the locomotive running to it? — That 
is it exactly ; that is the only adjustment of 1913 ; 
that is to avoid one very important complication. 

1001. Was there a big difference in the price of 
coal between 1910 and 1913? — Coal was undoubtedly 
up. 

1002. Very much, do you remember? — As we re- 
gard it now, no, but, of course, in those days it 
was a serious rise — not more than a couple of 
shillings, I suppose. 

1003. I was going to say at least 10 per cent.? — A 
couple of shillings a ton, I should have thought, from 
my experience of coal at that time. 

1004. Are not we now on quite a different basis 
when we consider locomotive expenses ? — If you do 
not bring that in the comparison is valueless. Main- 
tenance of way and works is not a valueless one ; 
it is quite a useful one, and renewal of carriages and 
wagons is quite a useful comparison, but unless you 
bring in the locomotive running, your locomotive 
comparison is vitiated. 

1005. Why bring in the locomotive? — I want to 
make the comparison as useful as I can. 

1006. Will not you have quite a useful comparison 
simply taking way and works and rolling-stock main- 
tenance? — If you wish. 

1007. The difference between £25,000,000 and 
£44,000,000 is so large as really to deprive us of all 
comparison with the figures we were taking ? I 
think I should have brought it into really very good 
relation. The locomotive running expense varies 
directly with receipts, if any expenditure does. The 
total of these figures in 1910 represented 34 per cent, 
of the traffic receipts; in 1911, they represented 34 
per cent, of the traffic receipts; in 1912, they repre- 
sented 34 per cent, of the traffic receipts; in 1913, 
they represented 36 per cent, of the traffic receipts. _ 

1008. That is the percentage I wanted to arrive 
at. — Now I want to give you the increase in the 
price of coal. The price of coal in 1910 was 8s. 2|d., 
and the price of coal in 1913 was 10s. lid., so that 
my 2s. was very near the mark. 

1009. How many tons of coal? — 13,000,000 tons a 
year. 

1010. That is £1,300,000 a year. 

1011. We can take off one-eighteenth. The one- 
eighteenth in the aggregate would be £2,500,000, a 
difference of about £1,200,000 ?— You have an in- 
crease from 1912 to 1913 of the total figures from, 
roughly, £40,500,000 to £44,500,000, so that you have 
an increase of £4,000,000 as from 1912, and that was 
much higher than\1911 or 1910 to 1913. 

1012. The rise in the price of coal was between 1910 
and 1913? — It was. 

1013. In order to get your comparison between 1912 
and 1913 you want the rise in the price of coal be- 
tween 1912 and 1913? — That is Is. 

1014. Could we have the figure worked out later, 
allowing for this increase of coal? — Yes, but could I 
give you carriages and wagons separately, because 
that is an important figure? In 1910, £6,660,000; 
in 1911, £6,963,000; in 1912, £7,146,000; in 1913, 
£7,518,000. 

1015. Had wages gone up between those periods P-f— 
Yes, they had. 

1016. There is nothing in it; a progressive natural 
increase — 5 per cent, each year. 

1017. Witness : I think we were on the point of a 
programme company' when we rather digressed on 
the amounts in the Abstracts, and I was itating that 
in one case we have, found that the company has 
changed its practice; it has inserted the amount 
chargeable to the Government under the heading of 
renewals on the ground that there has been “ in- 
creased first cost,” although there has been a reduc- 
tion in the number of units, and so long as Circular 
686 is an effective document no exception could be 
taken to this. The effect of these arrangements is 
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that all companies who did not provide for renewals 
on a “ first cost ” basis, and have taken advantage of 
Circular Letter 686 to make an additional provision 
on the “ increased first cost ” of rolling-stock in 
service during the period of control as compared 
with 1913, are creating a fund for renewals at cur- 
rent prices which was not their practice prior to 
control. 

There is a further point to be borne in mind. 
Arrears of construction have accumulated during the 
war, and some of the larger companies, who for- 
merly built practically the whole of their rolling- 
stock in their own workshops, have now placed orders 
with outside contractors. The cost of vehicles pur- 
chased outside is proving to be considerably higher 
than the cost of constructing similar vehicles in the 
companies’ own shops. I am not making any reflec- 
tion here on the outside contractors’ prices. There 
must obviously be a big difference. One. has to in- 
clude various items which the railway companies have 
not; for instance, profit. Instructions issued subse- 
quently to the one we are now considering, namely, 
Clause 11 of the arrears of maintenance instructions, 
document 70, page 82 

1018. Before you leave Circular 686 might I ask a 
question? — I am still on first cost. 

1019. The point I am on is the satisfaction of the 
Government accountants. Can the Government 
accountants’ decision bind the Government? — The 
Government accountants themselves felt that they 
had the power to issue that circular as an interpre- 
tation of the arrangements that had been come to. 

1020. That was done without consulting the Board 
of Trade? — It was done without previous consulta- 
tion, but copies were sent to the Board of Trade, 
and we have no evidence that exception was taken 
to the circular. 

We had got to clause 11 of the Brown Book, docu- 
ment No. 70, page 82. This provides that companies 
are entitled to claim an allowance in respect of the 
difference between the cost incurred through pur- 
chasing outside and the cost which would have been 
incurred had the work been executed in their own 
workshops. For the purpose of the provision for 
renewals in the account of net receipts, companies 
arrive at the increased first cost over 1913 by includ- 
ing the whole cost of the vehicles purchased outside 
during control before placing first cost during control 
in relation to the first cost in 1913. I have prepared 
a short statement which I think will illustrate the 
point I wish to make, if the Committee would kindly 
just look at it, as to how I think the Government is 
being unfairly hit in the method of compiling this 
account. ( Document banded.*) On that statement- 
you will see was taken the first cost of 500 loco- 
motives in 1913 at £1,000,000, less 20 locomotives 
broken up at £2,000 each, £40,000; add ten rebuilt 
in company’s shops at £6,000, £60,000; and ten re- 
built by outside contractors at £10,000, £100,000 ; 
that gives you £160,000 total. Deducting £40,000 
gives £120,000, which leaves the first cost of 500 loco- 
motives in 1919, £1,120,000. You get there an in- 
creased first cost of £120,000. To the extent to 
which it was the companies’ practice to build rolling 
stock in their own shops in pre-control days, it must 
be assumed that when the vehicles, which were built 
by contractors during control, fall for renewal, they 
will be renewed in the companies’ workshops and, 
therefore, it would seem that the companies are 
unduly increasing their depreciation funds in pro- 
viding for renewals on outside contractors’ cost as 
against their own workshops’ cost. A company by, 
for example, providing say 5 per cent, on £120,000, 
the increased first cost as shown above, would set 
aside a provision of £6,000 per annum, but if pro- 
vision were made on the company’s workshops’ cost 
on the assumption that future renewal would be 
effected in their own workshops, the increased first 
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cost over 1913 would only be £80,000, and 5 per cent, 
would give £4,000 for the increased provision— a 
difference of £2,000 per annum. The question is 
being contested and companies will be required to 
reduce their first cost by the difference between their 
own workshops’ charges and those of the contractors 
before placing the first cost in 1913 in relation to the 
first cost during the control period. It will be seen 
that the companies’ method of arriving at the increase 
in first cost during control as compared with 1913 is 
merely to compare the two figures, without having 
regard to increases which have taken place wholly in 
respect of war conditions, and at the cost of the 
Government. It is possible for a company 7 to show 
an increase in first cost even where there is no 
increase in units or capacity. In other words, the 
company’s stock of vehicles might be the same in 
numbers and capacity at the end of control as at the 
end of 1913, but they would probably show an increase 
in first cost due entirely 7 to renewals at war prices 
and contractors’ charges borne by the Government. 
The Ministry considers that in view of the fact 
that the Government bears the increased cost 
of work carried out during control, and i's 
required at the end of control to make good 
the ultimate cost of overtaking arrears of main- 
tenance work accumulated during control, the more 
correct method of ascertaining increased first cost 
over 1913 would have been to reduce the first cost 
during control to 1913 prices before making a com- 
parison of the current figure with that in 1913. This 
method would have ensured that the increased first- 
cost, if any, would only cover increased units, or 
capacity 7 , or improvement of type involving no 
alteration of capacity, at 1913 prices, and have 
avoided the Government having to pay increased 
depreciation on additional cost already borne by it. 
The present sy 7 stem has, however, been sanctioned 
by circular letter 686, and therefore makes the ques- 
tion of the ultimate cost of arrears of renewals one 
of very great importance. Claims of companies who 
have made depreciation provision for increased first- 
cost due entirely 7 to war prices or contractors’ prices 
will require to be specially dealt with, as, in my 
opinion, provisions of this nature already debited 
against the Government are, in effect, payments in 
respect of additional ultimate cost of maintenance of 
certain vehicles. 

1021. Does it come to this, that there is no induce- 
ment to efficiency in obtaining low costs? — None 
whatever at the present time on renewals. 

1022. It is rather the other way 7 ? — Well, there is 
no inducement to efficiency. It does not matter to a 
company whether they spend £350 or £450 for a 
wagon if it is on renewal account, because the 
additional cost is borne by the Government, and, in 
fact, the more they spend under this theory the more 
provision they can make and charge the Government 
with. 

1023. The Government make up the difference 
between the pre-war cost and the present cost ? — That 
is right. 

1024. How do they actually do that? — You will find 
that in the formula which I am going to explain. 

1025. Not only do they allow the railway companies 
to write down their new wagons to pre-war cost, but 
in the books of the company, as a matter of fact, 
their present-day wagons are written down to pre-war 
cost? — They do not write railway plant down; that 
is the great difference between railway accounting 
and commercial accounting. The plant of a railway 
company is not written down; in theory it is always 
maintained at its full standard of efficiency. 

1026. But they get the cash — the difference?— 
They get the cash. 

1027. They are setting up a higher reserve? — They 
are making a higher provision. 

1028. They get the saving in full through new 
locomotives ; there will be economies effected, 
because it is a new locomotive? — Certainly. 

1029. That is if they are able to invent a better 
coal-consuming locomotive? — Yes. 
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1030. Do all the companies act together in such 

a matter? Do you get a claim from all the railway 
companies? — No, they, are claims from individual 
companies. . 

1031. Are they always on the same lines? — Not at 
all; there is no similarity at all. The claims are 
made in common form, but the interpretation is 
varied. 

I will not discuss the ultimate cost of making good 
at this, stage, because I think it will arise more 
appropriately on the formula, which I hope to reach 
very shortly. 

There is a very important point, which I think 
should be mentioned to you, and that is the question 
of scrap, and vehicles sold. These articles represent 
in the case of a railway company very substantial 
sums, and the method of dealing with them is not 
explicitly laid down in any of the documents. . The 
investigators of the Ministry have pointed out that 
some companies credited the value of scrap realised 
on locomotives, carriages and wagons broken up or 
sold, direct to the respective renewal funds; that, is, 
they did not deal with them through the Abstract 
account but credited them direct to the fund. This 
method of accounting is to the disadvantage of the 
Government as the increased cost of renewal work 
executed and chargeable against the Government is, in 
such cases, calculated on the gross debit shown in the 
Abstract, whereas if the value of the scrap realised 
was passed through the Abstract and not direct 
to the renewal funds the increased cost would be 
calculated on the net charge shown in the Abstract. 

1 quite think that it should be shown through the 
Abstract, as it is only reasonable and fair that if 
the Government have to bear the increased cost of 
the new vehicles they should, at least, be credited 
with the increased value of the scrap realised. 

1032. And scrap has gone up in price enormously 
during the war? — Enormously. One of the companies 
concerned deals with certain expenditure in control 
by passing it through the Abstract before charging 
it to the renewal fund, as by that process it is an 
advantage to them. They have altered their 1913 
practice and this method of charging is inconsistent 
with the method they adopt when dealing with this 
produce of scrap. There are several kinds of things, 
but in dealing with one they follow the practice which 
is advantageous to them, and in dealing with another 
item they change their practice, because it is going 
to be an advantage to them. That is only one of 
the difficulties we have to contend with. I will try 
and deal with the case quite shortly, but there are 
just one or two illustrations of it. 

1033. I suppose your accountants do not allow them 
to change their practice if you detect it? — Well, 'when 
we find it we protest, of course. ,It is a very difficult 
thing when you come to remember that there are 73 
controlled companies, and the accounts take a good 
deal of investigation — and I am not overburdened 
with investigators. 

Up to the present I have only dealt with the 
arrangement in respect of renewals of permanent way 
(excluding such works as stations, bridges, and works 
of that description) and rolling stock. There are, 
however, further renewal funds in connection with 
maintenance of way and works, rolling stock and 
other assets, which are governed by section 4 (c) of the 
document we are discussing, the Blue Book. Irrespec- 
tive of expenditure during control, the companies 
who have made these provisions in the past, have 
charged the Government each year with the amount 
charged in 1913, if a flat sum had been provided 
in that year, or in the case of other companies an 
amount calculated as in 1913 on a fixed percentage 
of capital value. Some of these provisions are very 
large. The following are examples of flat provisions 
— rebuilding of stations and viaducts, £75,000; hotel 
depreciation, £15,000; and there are similar pro- 
visions on a percentage basis — horses, £70,700 in the 
case of one company, but in the accounts of certain 
companies we are now considering, the companies 
have charged to Government account amounts re- 
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presenting the additional cost over 1913 in respect 
of work performed in the year and charged to the 
reserves. This follows the principle which has been 
accepted in regard to permanent way and rolling 
stock, but the extension of the principle to these 
further reserves has hot yet been agreed to. 

A question might well arise with regard to certain 
cases falling into this class of reserves, and that is, 
whether under present circumstances continuance of 
these reserves is necessary, and the opinion" of the 
Ministry is that when a total reserve aimed at has 
been provided, no further provision should be made, 
notwithstanding the practice in 1913. If you .are 
writing down an asset of that kind, when . once it 
has been written down, we think the provision should 
cease. • 

All companies, however, have not made reserves of 
this kind for renewals, and difficulties arise when 
dealing with the expenditure incurred on renewals 
during control by such companies. One company, for 
example, expended on repairs and renewals of docks 
in the year 1913 a sum of £4,000— that was the. total 
expenditure during that year. In 1918 they entered 
into a contract for the renewal of a work costing 
£100,01)0, of which they claim that £70,000 repre- 
sents renewals and £30,000 capital additions. They 
want to charge to revenue during Government control 
£70,000, and the 1913 provision was £4,000- The 
same company in 1919 ordered a new work and sug- 
gested to charge £15,000 to maintenance and £15,00.0 
to capital. These are large sums when compared with 
the expenditure in 1913, for all purposes, and without 
wishing to be unfair in any way to the company, it 
seems impossible to agree that these large items, or 
even a substantial proportion of such' items, should 
fall to be borne by the Government. 

1034. Did the investigators approve the £70,000? — 
Yes. This was in the year before the Government’s 
own investigators went down ; they suggested spread- 
ing it over a few years. 

1035. How many years? — I do not know whether 
they even got to the period of years ; it was a short 
period and I do not remember the exact number of 
years, but it would have thrown a very heavy burden 
on the Government anyhow. 

1036. Do you mean that that expenditure is due 
to increased cost at present rates ? — No ; it cannot 
be that. It is a renewal that they ought to have 
provided for during the. lifetime of the asset. It was 
a dry dock which probably had a 50 years’ life, but 
no provision had been made for it when it became 
obsolete and required to be renewed. They said : 

“ This has got to be renewed. You happen to be m 
possession of this undertaking, and it is your liability 
and not ours.” 

1037. The railway companies formally made this 
claim against the Government? — They did more than 
that; they included it in their accounts. 

1038. How does that go into comparison with the 
£4,000? — That is the only part of the work which was 
covered by the £4,000. The whole maintenance of 
the dock property in the year 1913 cost £4,000. They 
are still maintaining the dock property, but in addi- 
tion to that they renew a part of the dock plant, 
properly a revenue charge.. No one denies that it 
is a revenue charge, but I say this is a revenue 
charge which the company should have made pro'- 
vision to meet during the last 20 or 25 years. . . 

1039. Under the agreement, would not you have to 
charge in each year of control £4,000 plus the extra 
cost? — No, we are not limited to that in regard to 
dock renewals. We have not got the definite limit 
to 1913; that is our difficulty. 

1040. They put this in the accounts as a definite 
charge against the Government? — Yes. 

1041. And that is one. of the cases which are at 
present in dispute? — Yes. 

1042. In point of date what is the actual time 
of renewal or w r hen did the question arise ?— It was 
included in the 19l8 accounts. 

1043. With reference to what, period ?— The renewal 
was done in 1919, but they started to make payments 

D 
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on account in 1918; that is how it came to our 
notice in the 1918 accouuts. 

1044. You were charged before they began the 
work P — It was something on account on contractor’s 
certificates, as one would expect on a big job of 
that kind. 

1045. May we get the railway company’s conten- 
tion clearly from you on that? — They contend that 
it is a revenue charge and as such should be borne 
by the Government. 

1046. That is the whole contention? — Yes. 

1047. The case of the other side being that the 
preparation should have been spread over a consider- 
able number of years? — Yes; the renewal of an asset 
with a long life should not fall on the Government. 

1048. Their view is that it is a bit of luck that 
it has fallen into your year instead of theirs. 

1049. They have made it fall in your year. 

1050. I am rather troubled by this £70,000 for the 
renewal of a dock. Was there something went 
suddenly wrong? — No; it was a dry dock which 
became too small for the business or not suitable 
for the business; it became obsolete. 

1051. That is development? — They say £30,000 to 
capital and £70,000 to revenue; the total charge is 
£100,000. They say that £30,000 represents improve- 
ments — betterment — and £70,000 is replacement of 
the other asset. 

1052. But it is only worn out in the sense that 
it is obsolete, not in the physical sense ? — It was in 
very bad condition I have no doubt. 

1053. That is my point. If it was in bad condition 
it must have been getting into bad condition for 
years beforehand? — Clearly, many, many years. 

1054. They are too separable tilings, the betterment 
of the dock and the obsolescence of the dock? — 
Certainly, and both matured at the same time. 

1055. And both must have been visible beforehand? 
— Certainly the state of repair. 

1056. And was the obsolescence? — That would 
depend on the demand made. If you have a small 
dry dock and ships of a certain size come, it is not 
obsolescent until you want a bigger ship to come. 

1057. Do I understand that £30,000 was spent in 
extending the dock? — £100,000 was spent on the 
whole work. 

1058. I understand there was an allocation? — The 
application is, it should be allocated as to £70,000 
revenue and £30,000 capital. 

1059. Was the capacity of the dock increased? — 
Yes. 

1060. That increase is represented by the £30,000? 

- — We have not agreed the allocation; that is the 
company’s contention. 

1061. But there was an extension of the dock? — 
Yes. 

1062. Supposing the Government continued to 
control these railways for the next 30 years, they 
would have the advantage of this £70,000? — But 
during that 30 years it would be the obligation of 
the Government to provide a sinking fund to renew 
it when it fell due for renewal again. 

1063. That is not quite the point I wanted to make. 
They propose that the Government should find this 
£70,000?— Yes. 

1064. The railway company have the advantage of 
that £70,000 for the next 30 years; that is the 
position? — That is the position. 

1065. The Government are going to clear out? — 
Yes. 

1066. That is your point?— That is exactly my 
point. 

1067. Is there room for adjustment there? — Really, 
there is not much room for adjustment there. 

1068. I am not speaking now definitely of 

principle? — I really do not see why the Government 



should have to pay for the renewal of an asset as 
to which the company throughout the whole of the 
years has made no provision for renewal. 

1069. What I was thinking was, the railway in 
the final settlement of the account should at least 
allow some credit to the Government for the 30 
years to come? — Yes. That would not be a very 
convenient way of making the adjustment; I think 
they had better find the money. 

1070. Are there many cases similar to this? — I 
could go on until you are tired of cases; I am only 
picking out one of each kind. 

1071. These are illustrations in principle. Which 
principle is it that is involved in this? — It is really 
on the provision for renewals. 

1072. 686? — No, the Blue Book, Section 4 (c). 

1073. This is a non-provision company? — A non- 
provision company for this class of work. There is 
another company I should like to mention, because 
this is typical of several. There is an item here of 
£28,500 for certain renewals. The increase under 
this head is very striking — the figures I am going 
to give you cover increased cost due to rising prices; 
but, nevertheless, I think they are most remarkable 
figures. In 1913 the charge for this particular class 
of work was £2,062; in 1914, £2,073. I will miss out 
the intervening years; in 1918 it was £10,505, and 
in 1919. £35,986; so you have got from £2,000 to 
£35,986, so there is something more than rising 
prices in a figure of that magnitude. The same 
company have a reserve below-the-line, which before 
control had regularly been charged with renewal 
items ; but at the commencement of control the 
charging of items to this fund ceased, the ex- 
planation being that work can only be charged to 
this fund by a resolution of the Board, and that 
no such resolution had been passed since August, 
1914. The items charged against this fund in respect 
of similar works for a few years are 1911, £17,000; 
1912, £23,000 ; 1913, £7,800, and then it tails away, 
working off, I have no doubt, at the finish of the 
works. 1914, £1,008; 1915, 829; 1916, £1, and since 
that date not a sovereign. The Government have 
been charged with current expenses from £2,000 to 
£35,000, and the charge against the below-the-line 
fund has dropped from £23,000 in 1912 to £1 in 
1916, and nothing thereafter. 

1074. What was the actual work covered by this? 

* I did not give it. I do not want to give companies’ 
names, but I could give the work if the Committee 
wish it. 

1075. I think it would probably help us the 
nearer we can get to the physical proposition. I 
was rather interested to know what was the work 
which was covered? — This was renewal of cables. 

1076. Electric cables? — Yes. 

1077. These items are all under adjustment at the 
present time? — Oh, very much so; but we have only 
come into it on the year 1919. 

1078. But my point is, all this is an illustration 
of matters in dispute under 4 (c) of the Blue Book? 
— Yes. It is an illustration of how the fact that 
there is no limit on the repairs can hit the Govern- 
ment. 

1079. I know; but my point that I want to ascer- 
tain is since those are under dispute there is no 
indication yet that you, in your department, without 
our assistance will not be able to get a fair inter- 
pretation in these particular cases of 4 (c) ? — Oh, I 
despair without the assistance of this Committee of 
ever getting an interpretation which I think would 
be in any way reasonable. 

1080. This is the point I want to elicit from you 
exactly : when you used the expression that these 
things were under dispute, then we are to under- 
stand practically that the dispute has come to a 
deadlock? — Oh, clearly. 

1081. If you are told that the 1913 quantum of 
maintenance and renewals is the basis, would that 
help you ?— It would help me very materially. 
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1082. What is the meaning of the word 
“quantum” that you used there? — Measured hy 
money equated to present prices. 

1083. When you say “ quantum ” you are speaking 
of money? — Money representing work. 

1084. You mean the £25,000,000 in this statement? 
— Yes, roughly. 

1085. Is not this really contained in these words, 

“ . . . must follow strictly the method which 

regulated . . .” it?— That is reserves only, I 

think you will find; you are speaking of Section 5? 

1086. No, I am on 4 (c) : “ In determining the 
amount of revenue expenditure for the control period 
each company must follow strictly the method which 
regulated the preparation of the accounts ”, etc., 

“ Particularly should this principle be observed in 
tetting up reserves for depreciation or provisions for 
maintenance of locomotives.” — It is the word “ pro- 
visions”. 

1087. We are hack on the old difficulty. — We can- 
not get away from it; it is what we meet every hour 
of the inquiry. 

1088. “ Quantum ” means the actual amount in 
1.913 multiplied hy a percentage which is regulated to 
the increase in the cost of materials? — Yes, that is 
what it means. 

In addition to reserves for renewals, some com- 
panies made a regular provision for repairs, and 
their 1913 practice in this respect has been followed. 
One company charged to Government account each 
year the amount actually spent, plus the difference 
between the amount actually spent and the estimated 
amount necessary to maintain its docks fully. No 
question is raised in regard to this item, as it was 
merely anticipating the arrears of maintenance claim, 
but it it quoted as an illustration of the complexity 
of the items which have to be dealt with. Another 
company has a programme for partial renewals of 
rolling-stock, reserving at fixed rates for certain par- 
tial renewals which are required during the life of 
the stock — boiler renewal, and so on. In this case 
we are at issue with the company regarding partial 
renewals not completed at the end of a half-year. 
The company have treated these incompleted partial 
renewals as repairs in the Government account. It is 
claimed by the Ministry that this work should be 
charged as partial renewals. The mere fact that it 
is not completed at the end of an accounting period 
has nothing to do with it. If it is a partial renewal 
it is a partial renewal, and should be charged to the 
proper account which has already been provided at 
the Government expense; otherwise the company are 
getting the money twice over. The figures for this 
company in respect of Repairs and Renewals of 
R oiling Stock, I think, are very informative. The 
expenditure on repairs in the years 1915, 1916, 1917 
and 1918 (1919 figures are not yet available), after 
adjustment to 1913 costs, exceed the 1913 standard 
by over £100,000. 

1089. Per year? — No, over the period and in the 
same years. The reserve for complete and partial 
renewal of Rolling Stock over the same period grew 
to the extent of £340,000 at the Government’s ex- 
pense; that is, what they have received from the 
Government, less the amounts charged to that fund, 
is £340,000, and yet they have exceeded on repairs hy 
£100.000 at 1913 prices. 

1090. In connection with that excess is it correct 
to say that in the items which have been covered up 
to this point the rise has been much more striking 
within a recent period? — -Do you mean the rise in 
prices ? 

1091. No, this increase. — Oh, clearly, because they 
were not able to do it in the early period owing to 
the shortage of men and shortage of material. The 
rise is much steeper in the later years. I was giving 
that in total so that you really could get what I con- 
sider a very serious situation with regard to the 
possibility of the Government being prejudiced in 
matters of this kind. 

1092. How far have you gone with the railway 
companies in notifying them that you propose to 



hold on to this 1913 quantum?— We have put that 
before the railway companies. The Minister had 
an interview with the Chairmen, and since that 
time I, along with other officers of the Ministry, 
have seen a committee appointed by the railway 
companies to discuss it, and we definitely asked them 
if they can show us anywhere where it was intended 
that they should be allowed to charge more than the 
1913 quantum for repairs; there the matter rests. 

1093. And there is no reply yet? — No, the matter 
has been outstanding for some months. 

1094. What would you say approximately was the 
first date of definite challenge on this head?— Which 
particular head do you mean? 

1095. The question we have just discussed. Do 
you mean the individual item, or the principle? 

1096. Well, on principle or individual items. — The 
Ministry was formed in September, 1919; you can 
imagine that we did not get quite to the points 
that would arise very quickly. When we asked for 
the agreement the reply was : “It is in those 
papers ” ; it took some finding. I can assure you 
that this compilation of documents which has been 
circulated to you involved a great deal of work. 
There was nowhere a file which you could show and 
say : “ That is the agreement with all its variations.” 
Nowhere was there a collated record of the arrange- 
ments with the railway companies ; they were con- 
tained in files of papers here and there and 
everywhere. Having once got down to what the 
agreement really meant, then we had to see what 
was the effect of it. Then I had to get staff. It was 
only when we came to the detailed cases that we 
really began to see the injustice of it. We realised 
the supreme importance of this 1913 quantum in 
the early part of this year, in January or February. 
Then we arranged meetings with the Railway Com- 
panies Association. The first meeting did not get 
very far. Then there was a further meeting, and 
then it was referred in one way or another, and the 
last meeting, I think, was in July. Then the 
holidays intervened, and since then I have not been 
able to arrange another meeting with them ; that is 
where it rests, and I have no hopes of getting them 
to agree to it without very strong pressure. It is 
such a big point for them; they will not give it up. 

1097. Suppposing you get the 1913 quantum year 
by year, there would he the multiplier to apply to 
that, would there not? — The multiplier is available 
for the work carried out in those years, but you 
would still have the question of arrears to consider— 
whether all the arrears were necessary, and then the 
multiplier to use in v connection with the arrears at 
the end of control. 

1098. But for the work carried out in those years 
the multiplier is agreed? — Well, it may be, subject 
to alteration in one or two years, hut the basis is 
there. The actual arriving at the multiplier I do not 
think need trouble the Committee. 

1099. There is no actual dispute ?— There need he no 
dispute. 

1100. Has the principle of the 1913 quantum been 
given away hy the Government? Can the railway 
companies point to letters in which the Government 
have discarded that as a principle?— No, I do not 
think they could do that. I know of no letter of 
that kind. The only way in which I think it could 
he at all prejudiced would he that accounts of former 
years have in fact been passed where the 1913 quan- 
tum has been exceeded. 

1101. Surely that would not necessarily bar the 
Ministry from raising the point? — I do not think we 
are barred at all. There is no final settlement of any 
account after 1914. 

1102. Why does not Section 4 of the Blue Book 
cover the case ? I do not quite follow why that should 
not be deemed to apply to everything ?— It refers 
specifically to the renewal of permanent way and 
rolling stock. 

1103. It seemed to me that the express . provisions 
for maintenance you are translating as being a kind 
of reserve, whereas the words might mean actual pra- 
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visions necessary for the maintenance as you go 
along. 

1104. I referred to the opening paragraph: “ Ex- 
penditure char (i cable.” The expenditure chargeable 
is not to exceed the amount ; that refers to the. re- 
newal of permanent way and rolling stock. — That is a 
very difficult reading to get into it, of course. 

1105. Shall we try and see what we can make of 
it? What is the meaning of that clause? — The 
expenditure chargeable for the control period must 
be ascertained as far as it is possible to do it; then 
you come to a proviso, and the proviso, I think, 
relates only to renewals. 

1106. You would draw a distinction between re- 
newal and maintenance? — No. Maintenance is 

repairs and renewals. I draw a distinction between 
repairs and renewals. 

1107. But surely the big cases that you have been 
drawing our attention to have been renewals; repairs 
is, surely, a comparatively small thing? — I have given 
you the very case of this rolling stock; it is very 
difficult. If you had a railway and you could draw 
on someone else to repair your stock, I do not think 
you need ever spend a penny piece on renewals, and 
you could always keep your plant running. You 
would repair the body of a wagon this year and you 
would repair the wheels some other year, and you 
would have a wagon with a perpetual iife; you could 
go on for all time on repairs. 

1108. I agree, but are not the words : “ Repairs 
and renewals ” really colloquially very much the 
same? — There is a very big difference in proper 
accounting. 

1109. But your renewals will be charged against 
depreciation? — Against a fund. 

1110. It does seem to me if you look down at (c) 
both cases are covered without very much stressing 
of the words, “ Reserves for depreciation or provisions 
for maintenance.” — If I could anticipate a little just 
to clear the point up, this agreement was the first; 
then it was elaborated a little, and then we came to 
the Irish agreement. There is a provision in the 
Irish agreement which does not exist in the case of 
the railways of Great Britain so far as I know; I 
have not been able to find any case. This provision 
reads in this way: — I think you have been supplied 
with roneo copies of the correspondence with regard 
to the Irish railways, and it is letter No. 14 
on page 15. This is when they were discussing 
the approval of the Irish agreement: “ With refer- 
ence to your letter of the 26 th July, E.C. 3729 
i especting the draft agreement between Sis Majesty 1 s 
Government and the Irish Railway Executive Com- 
mittee, I am . directed by the Board of Trade to 
state that, in all the circumstances, they will not 
press for the inclusion of the New Clause on page 
5 of the amended draft on the understanding men- 
tioned in your letter, namely, that no company will 
be allowed to charge any Compensation Account 
Repairs in excess of 1913 without the direct consent 
of the ' Irish Railway Executive Committee or such 
other justification as might satisfy the Government 
Accountant.” Could you now refer to page 85 of 
the print; this is in the Brown Book, the last sen- 
tence of Section 25. I am doing this to show that 
excesses were contemplated. “Similarly, those com- 
panies who show an excess of worlc in either Abstract 
for the controlled period under review will be 
required to refund the amount of such excess, with 
the proviso that the amount so refunded shall not 
exceed the amount received by the company in respect 
of that Abstract for Arrears of Maintenance to the 
previous 31st December.” It is only to show that 
excesses were contemplated at that date. 

1111. Might I draw your attention to page 48, 
the Treasury letter 26th June, 1917? This is an 
interpretation, I take it, of the Blue Book : “ The 
arrears of repairs and renewals ” — there the words 
*e clearly used of rolling stock and permanent 
iray accruing due in any year are represented by the 
difference _ between ■ the agreed pre-war standard 
figure, adjusted for any extension of mileage, &c., 



less the cost at pre-war prices of the works actually 
carried out in the year and charged to working 
expenses”? {Witness) : That is only for computing 
arrears. ° 



tSut surely if that total expenditure in the 
aggregate, calculated in that way, amounted to the 
1913 standard, there would be no arrears, and I 
should not have thought that the Government would 
have raised any question. The trouble here is the 
large accumulation of arrears?— But then we have 
companies ni excess. The company I have quoted 
Here, £340,000, where they have exceeded their 1913 
quantum of repairs by £100,000 at 1913 prices; they 
are an excess company, so they got the excess of 
repairs, but they are allowed to charge their 1913 
provision for renewals. 



1113. The suggestion that is conveyed to one’s 
mind is that this is an agreement with the railway 
companies as a whole and not with the individual 
companies?— I am afraid that is not so; it is an 
agreement with each individual railway company. 

1114. That is contrary to the agreement of 1914 P 
— 1 lie pooling of receipts, is with the companies as 
a whole; on the net receipts it is the companies as 
a whole; but the settlement on the repairs is a 
detailed settlement company by company*. 

1115. It is a question of pooling receipts? — Yes, 
not the maintenance. 



1116. This first clause of page 48 seems to me to 
make the situation pretty clear, dealing with this 
question of arrears of repairs and renewals and 
a i riving at that by taking the pre-war standard 
figure, that is the actual figure? — Yes. 

xll7. Then you take what you have actually spent 
and you reduce that to pre-war prices? — Yes. 

, mil. And then they are entitled to the difference, 
if there is any difference ? — Yes. 

1119. The pre-war standard figure is never carried 
over from year to year and inflatecT by a percentage? 
— Witness : You have put to me a Clause in a letter 
which was not accepted by the companies. It is 
contained in a letter from the Treasury to the Board 
of Trade of the 26th June, 1917, but if you will look 
at page 50 you will find: “ Clause 2: The Committee 
cannot accept this clause as setting out accurately 
the arrangements at present in force.” 

1120. I was going to draw your attention to 'hat 
afterwards. 

1121. If you got Clause 2, would that meet your 
case? — No, not at all; it is only one way. It is all 
right for limiting, but it is the excess that troubles 
us the money that they spend over and above the 
1913 quantum. 

1122. But that goes on: “ If the pre-war value of 
the work so carried out in any year exceeds the 
standard figure the amount of such excess is 
due to be repaid.” “ Out of the amount received, 
by way of arrears”; it is only if they have re- 
ceived arrears; so that really provides that you take 
the period of control as a whole, and not each year 
by itself. The company could not he an excess com- 
pany one year and an arrears company the next 
unless it is so happened that the arrears in the second 
year were greater in amount that the excess in the 
first. Lou have to take the picture as a whole 
which, of course, we shall do. In this particular 
case, and m all the cases I gave by way of illustra- 
tion this morning, the companies are excess com- 
panies, and they spent more than the 1913 quantum 
on repairs. 

1123. Putting aside the question of the way in 
which you recover the excess, does not this Clause 2 
give you a satisfactory way of arriving at the amount? 
—Not for an excess company at all; if they are in 
excess you cannot recover. 

1124 But, apart from recovery, you determine the 
hgures ? — Certainly. 

1.125. So in your opinion this Document 52, Clause 2 
sets out correctly in this letter the way of arriving at 
this figure p — Certainly, 
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1126. So it shows on the 26th June, 1917, at all 
events, the Treasury did not regard themselves as 
having committed themselves to a deviation from what 
you regard as the correct figure? — Quite. There is 
no provision there against excess. They give you the 
way to arrive at arrears, but it does not protect 
you against your excess; that is my chief point. 

• 1127. But if your point is that if you have excess 
provided for both in the Brown Book and in the Irish 
Contract, then in asking us to try and get back to 
the quantum of 1913 you are asking for a revision of 
the contract in your view? — I would not like to put 
it quite that 1 accept that the companies have a 
right to go beyond 1913; that is their claim. 

1128. You are pointing out that if we take this 
expression in regard to excess of work which appears 
in the British Brown Book, coupled with the appar- 
ently premeditated excess of work in the Irish Book, 
your view is that it is part of the contract that the j e 
should be an excess of work. In that case my diffi- 
culty is to see how you are to get back to the quantum 
of 1913— -Well, 1 do not want to commit myself that 
we are actually pledged to more than 1913. 

1129. You pointed out to us two places where it 
appears to be part of the contract that there should 
be excess of work? — Yes. 

1130. Are the renewals and repairs kept carefully 
separate in the accounts? — Undoubtedly, but I do not 
think there is anything which prevents a renewal 
being carried out in the' various stages as repairs. 
Take a mile of permanent way ; you could re-sleeper 
it this year, and that is clearly a repair— it is not a 
complete renewal ; then you could re-rail it next year, 
and it would be very nearly like a renewed track 
when you had finished. 

1131. What do they put down in their accounts as 
repairs?— Re-sleep ering, partial renewals, would 
come in as repairs, except if there is a provision for 
partial renewals, which is the exception. 

1132. Partial renewals seems to cover the whole 
question from a practical point of view? — Yes, but 
there are not many provisions for partial renewals. 

1133. As a manufacturer, I should call repair a 
repair which did not involve any appreciable renewal 
of an existing plant, but a renewal is where you have 
to introduce into a machine something which is quite 
an appreciable part of the machine — Quite. In 
some cases you have partial renewal provisions; in 
other you have not. In some cases, even the re-boiler- 
ing of a locomotive would be a repair. 

1134. A new boiler? — A new boiler in the case of 
some companies. It is not a complete renewal. A 
new fire box would be a repair. 

1135. It seems to me that it is quite conceivable 
that in Clause 4 of the Blue Book the word 
“ renewal ” was intended to be used in the widest 
possible sense, and it did not exclude repairs 
deliberately? — No. At that time it was meant to 
include items which were charged to renewal funds. 

1136. And they had deliberately intended to 
exclude repairs? — I think so. 

1137. Would I be correct in putting the position 
in this way, that this agreement here is dated 
March, 1915, and the Ministry was formed on what 

date 1918 or 1919? — September, 1919, when the 

powers were transferred. . 

1138. Up to the time of the formation of the 
Ministry, was there any means at all of directing 
attention or throwing any light on this excess? — 
Excepting through the accounts which were passed 
by the Government Accountant after investigation 
by' the companies’ investigators. 

1139. And nothing more than that? — There was no 
other machinery. 

1140. On this matter of quantum again, with 
regard to 4 so far as the Blue Book is concerned, 
the wording there “ except under special circum- 
stances, such as additions to the length of line 
opened, additions to rolling-si tele in service, or an 
increase in the cost of renewal work,” would be com- 
patible with the quantum of renewal work? — Quite. 
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1141. I do not want to raise it at this moment, 
but we have agreed it shall be raised later, what was 
the character of the discussion that took place over 
the Irish agreement, but reserving that and assum- 
ing for the moment we could get behind that agree- 
ment in any way as far as Great Britain is con- 
cerned, then we are left only with these words which 
you have pointed out to us as indicating that excess 
of work was contemplated ? — Quite, yes. 

1142. Is that the only case where excess of work 
is referred to in the correspondence? — The word 
“ excess ” appears on several occasions. 

1143. How was that agreed by the Government? 
The Government auditors are the only people really 
intervening on behalf of the Government? — Yes, that 
is so. 

1144. We have two things, it seems to me, to 
consider. We have the actual wording of the con- 
tract contained in all these various documents? — Yes. 

1145. And then we come to the question of what 
was the practice? — The interpretation. 

1146. When we get to the interpretation we have 
the slight control exercised by the Government 
auditors together with what is in fact, though 
probably not intentionally, the ex parte control of 
the railway employees? — That is right. 

1147. That is the position? — Yes, quite. 

1148. So far as it is the ex parte control of the 
railway employees it is hardly given as against 
the Government from the point of view of the inter- 
pretation of the contracts? — No. 

1149. The question then -would come as to how 
far the Government auditors had sanctioned any- 
thing which justified the railway accountants in going 
on with them ? — That would be the case. 

1150. I was trying to help, if I could, from the 

point of view of supporting you on the matter of 
quantum. — Yes. I do not think we are bound to 

any express limitation to that quantum that is the 
191.3 quantum — but it was generally agreed that 1913 
was the normal. It would not meet exceptional cir- 
cumstances, and as to excess in particular cases we 
hold that the onus is on the company to prove 
necessity. 

1151. That is the change of the Irish agreement? 
Yes, and the change which I think should apply. 

1152. The onus was thrown on to the companies? 
Absolutely. 

Where reserves are provided out of Govei nmeut 
account, it is of the highest importance to see that 
all expenditure which should properly be charged to 
those reserves are so charged. The whole problem 
is an exceedingly complicated one. There is another 
feature in connection -with this; it is known that 
owing to the exigencies of the war, plant was kept 
in running longer than normally instead of being 
scrapped and rebuilt, and in these cases the abnormal 
cost of repairs fell upon the Government, we all 
know as a machine gets older it takes more in repairs 
— whilst the companies were able to. defer spending 
their renewal funds and a vehicle built, say, in 1920 
instead of in. 1917 will have its full life before it 
at the later date. We have just discussed the ques- 
tion of provision for repairs. There is no doubt that 
at the outset of the arrangement it was clearly 
understood as a point of honour with all companies 
that no abnormal repairs would be carried out at 
Government expense, and later oh in correspondence, 
document 104, at page 128, reference is made to 
the standard of maintenance of 1913, and this is a 
point we have really discussed if you do not mind 
my repeating myself. That is a memorandum pre- 
pared by the railway companies on a particular point 
which was the use of un-creosoted sleepers. I shall 
deal with that case very fully later, but I think the 
last paragraph is well worth looking at. Except, as 
regards Ireland there is no binding agreement with 
the companies which limits during the period of 
control the yearly rate of maintenance to 1913 .figures. 
The companies contend that they are entitled to 
spend on repairs, as distinct from renewals, what 
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they consider necessary to maintain the line and 
rolling stock in a satisfactory condition; but the 
Government, unless special circumstances can be 
proved, contend that the standard of maintenance 
should be that followed in 1913. This is the extract 
from the memorandum: “At the same time it is 
right to point out that the broad principle under- 
lying the arrangements between the Government and 
the Bailway Companies is that the railways shall be 
maintained at the cost of the Government during 
the period of control, and handed over to the Com- 
panies at the end of that period in the same con- 
dition physically , so far as possible, as they were 
in at the commencement — neither better nor worse. 
In accordance with this principle it has been laid 
down that the standard of maintenance to be 
obsei ved is that which was followed by the Companies 
in the year 1913.” The danger, from the point of 
view of the Government, I have already dealt with. 

1153. Would you tell me how you would "decide 
whether the railways at the end of the period were 
either better or worse physically? — The arrears of 
maintenance formula, of course, was designed to do 
that; it is a very difficult thing to say what is the 
condition. 

1154. Whilst you have that expression in the com- 
munications from the railway companies you find no 
such expression or acceptance in any letters from the 
Board of Trade or the Treasury ?— No. I do not 
know what transpired at meetings, but I have no 
record that it was ever admitted. During the con- 
trol period the cost of repairs carried out has been 
borne by the Government, although in some cases it 
has largely exceeded the amount for the year 1913 
after allowance has been made for length of line, 
additional units and increased costs. It may be 
urged that the Government should have made ar- 
rangements to have submitted to it proposals for 
revenue expenditure before they were carried out so 
that approval could be given in each case; but in 
actual practice this would be quite unworkable. It is 
true that certain items could be submitted, and, in 
fact, certain items are now submitted, such as con- 
tracts with outside firms for repairs of rolling stock; 
but the vast proportion of the cost of maintaining 
the railway is day to day expenditure of a character 
which cannot be submitted for ministerial approval. 

1155. On that point you told us earlier this morn- 
ing that all this maintenance was programme main- 
tenance; they drew out a programme for the year? — 
That is renewals. 

1156. The case of the dock might have been sub- 
mitted? — That might have been, yes. 

1157. Well, that is renewal; that, would come under 
the head of “ Renewals,” would it not? — Yes, but as 
a matter of fact, the renewal submissions to-day are 
mainly rolling stock; they are the only things you 
can really check. The great thing is with a work 
like a railway, that you must leave the responsibility 
for the safety of the line with the Company, and if 
you were to have a cumbersome system of approval for 
renewals it would require an enormous staff. I do 
not think there is any practical way of dealing with 
this question other than by a definite limit in money. 
If, for the safety of the line, it is impossible to main- 
tain at that money, then that must be definitely sub- 
mitted and approved; I do not think you can get a 
line which will help us other than that. 

1158. Before it is undertaken? — Except in very 
exceptional circumstances. 

1159. Do not you think it would be reasonable to 
say that the railway companies in such cases where 
they are spending more than the 1913 basis were 
called upon to show cause why they were spending 
more and to obtain post hoc approval? — Yes; that 
would be one way of dealing with it, but of course 
the trouble is that that immediately' necessitates not 
an examination of the extra amount of money they 
are spending — who can say which is the extra £1,000 ? 
— but it means an examination of the whole of their 
renewal and revenue expenditure. Some might say : 

\es, we must rebuild this big bridge; we must re- 



pair this locomotive.” It may be that that has to 
be done when it is proper time to be done, but you 
would have to see whether they were doing too much 
elsewhere. You cannot take one item and prove that 
and say the rest goes by default. 

1-L60; Do you recoive a monthly statement of the 
amount spent on maintenance during the month ? — 
Yes; I gave figures this morning from that statement. 

1161. Would it not be possible to have every month 
to some extent a statement as to whether they were 
exceeding the 1913 basis or not?— Yes. 

1162. And call their attention to it? — Yes. 

1163. Has that been done? — I am afraid you were 
not here this morning when I read figures which were 
on the point you have touched upon. 

1164. I am sorry. It is customary in industrial 
un del takings to allocate X for repairs; the monthly 
statements come along and you find they are out of 
proportion, or out of the average, and you want to 
know why, and an explanation is given which is 
satisfactory, and by that means we keep the main- 
tenance account within reason? — I have only just 
been able to get monthly figures, and I got them for 
September. 1 shall, of course, investigate as soon 
as possible these particular items, but it is extremely 
difficult. My staff is not sufficient now for the audit 
of the annual account. What sort of a staff I would 
require if I had to begin a monthly audit I do not 
know. That is the point; we can tako it up on 
figures, but you have to get down to what they have 
done. I gave an illustration this morning of nine 
companies who were all companies in excess on rolling- 
stock, and, standardising 1913 as 100 the average 
monthly expenditure in the manner you indicated, 
taking one-twelfth of the year and standardising that 
as 100, one company spent 18 times that in Sepember, 
and it is an excess company. 

1165. I think that is a very good reason why you 
should have the return? — I have got the return, 
and there is the summary of .it; it has only been 
available for a few days, and it has been so much 
m demand that we have not had time to type it. 

I can give you another illustration of the danger 
we run, and that is of a railway company which 
carried out repairs work of this description, all of 
which was charged as repairs, some of which we have 
put right at once. They have improved their station 
buildings, raised platforms, substituted a more per- 
manent type of roof for the one in use, new signals 
and cabins. I had a report only a week ago, and I 
think probably current things are more interesting 
than others. This is another railway; my investi- 
gator only came back a week ago. Just to give you 
the danger that we are running, in 1913 for this 
company in Abstract A, the total expenditure was 
£2,224; in 1919 the total expenditure was £24,681, 
and after you have reduced that to 1913 prices 
the figure is £13,366, nearly five times the amount 
on the same level of prices. I come to Abstract B, 
locomotives, £919 in 1913 and £5,000 in 1919, £2,000 
when reduced to 1913 prices. Carriages, £363 in 
1913, £2,438 in 1919, reduced to 1913 prices, £1,097 
—three times. I could go on, but that is quite 
sufficient to indicate the kind of thing that we are 
finding in going round some of the companies. 

1166. Are the- railway companies now rushing at 
expenditure so as to get all this passed through 
the . accounts before decontrol ? — 1 think it is quite 
obvious in the case of this company, when you look 
at the progressive rise in the figures, they have 
thought: “ We will take advantage of this arrange- 
ment. ’ Just take another case; they have provided 
certain small machines, £300 or £400; in a big 
company you would never notice such an item, but 
this was a small company. We went into it rather 
carefully. They charged in 1914 one machine to 
capital, and four different machines of a similar type 
go to revenue during Government control. 

1167. And they were not renewals? — They were 
not renewals — additional plant. 

1168. This seems to indicate that the chief item, 
so far as the Government is concerned, assuming 
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there is to be any clipping of wings, is being done 
in an effort to present a fait accompli ? — It is being 
done, and has been done for a long time. 

1169. I meant since the war? — It is being done more 
since the war. 

1170. Am I justified in saying that it is going on 
at an accelerated rate ? — Quite justified. 

1171. It may have been going on before, but you 
did not have investigators to investigate the cases? — 
The 1919 accounts were the first accounts I have 
had officially. 

1172. My point is that owing to the physical limi- 
tations, lack of labour and material, it does not 
look as if very much harm had been done actually 
during the war on that. Since the war, probably 
at an accelerated rate, in view of decontrol next 
August, the expenditure is being pushed through on 
a railway interpretation of the agreement in ordei 
to present a fait accompli? — I think there is no doubt 
about that, 

1173. Can you say that that applies to all the com- 
panies, or is it more particularly applicable to the 
smaller companies?— I think it is more applicable to 
smaller companies, but still the case I gave of the 
rolling-stock was a very large company. 

1174. Take the increase of rolling stock in 1918 
against 1913; it is 50 per cent. — Are you looking at 
the White Paper* ? 

1175. Yes. — Of course you get the arrears brought 
in there on a fictitious figure; it is merely a figure 
for comparison. I have a much better statement 
than that on past years, which I will give before I 
leave the witness chair. There is no physical limit 
really in certain classes of work to the amount which 
can be carried out, painting and paving and generally 
improving the property. You know if you have 
money how you can improve a property and keep on 
improving it. 

I have already dealt with the question of the 
arrears of maintenance. I have explained that the 
Government assumed responsibility for the cost of 
maintenance, that is, renewals and repairs on the 
basis of 1913 provision or expenditure, as the case 
may be, and that if the work could not be carried 
out it was agreed to increase the 1913 prices by 
12J per cent, in respect of work not carried out in 
Abstracts A and B during the years 1914 and 1915. 
That, at the time, was a definite bargain, but later 
on, as prices began to rise, it was converted into a 
payment on account, and ultimately at 15 per cent. 
We have referred to the correspondence that the 
lines should be maintained up to the 1913 standard, 
but the only measure that is capable of application 
is a financial measure; a physical measure of the 
repair work of an undertaking like a railway com- 
pany with its varied interests, being impossible. In 
order to arrive at the amount of the arrears of 
maintenance a formula had to be prepared, and the 
first one for ascertaining the arrears arising on 
maintenance of way and works (Abstract A) and 
rolling stock (Abstract B) was agreed in January, 
1916; that is the Yellow Book, at page 59. Each 
Abstract was treated separately, and where a com- 
pany was shown to be in arrears in either Abstract, 
the amount so ascertained was agreed to be paid to 
the company by means of monthly payments on 
account. It will be noted that each Abstract has to 
be treated separately, and that there is no provision 
for arrears of one Abstract being set off against excess 
in the other. 

1176. What are the Abstracts; what is the differ- 
ence between A and B ? — A is maintenance of perma- 
nent way, and B is rolling stock. It is provided that 
each Abstract must be taken as a whole, and as 
Abstract B covers locomotives, carriages and wagons, 
if a company was in excess on locomotives, that would 
be set off against arrears of carriages and wagons. 
Provision was made, as I have stated, for monthly 



payments on account; but no provision was made for 
monthly repayments where arrears were accumulated 
i'n one year and made good in another. In the 
ordinary course, if a company had arrears in hand 
and carried out some of those arrears in January, 
the whole cost of making good those arrears was 
being charged in the current working expenses, and 
an adjustment of the 115 per cent, on 1913 prices 
which had already been paid, and was held by the 
company, would not have been made until at earliest 
the second half of the following year. From January, 
1920, I arranged for monthly repayments, so that we 
get the credit of the 115 per cent., as the arrears are 
overtaken in the following month. 

The method of ascertaining arrears of maintenance, 
unlike most other liabilities of the Government, has 
been laid down in most elaborate instructions issued 
from time to time. These are contained in the 
Yellow, the Heliotrope, the Green, and the Brown 
Books, and in Circular Letter S.lll. 

1177. Were all these accepted by the Board of 
Trade? I see that the Yellow Book was accepted. 
— Yes, they were all accepted. The circular 
S.lll is the one issued after approval by this 
Ministry for the 1919 formula. As circumstances 
change necessary modifications of the original 
formula have been made, but the main lines of 
the formula have remained the same. Perhaps the 
most simple way of considering this very complicated 
question is to explain as briefly as I can the 1919 
formula, and then refer to the complication in the 
earlier formulae and instructions where a change in 
principle has been made. I think we will take the last 
formula, and then we can go back on any changes that 
have been made. The basis of the formula is really this : 
expenditure in 1913 minus expenditure in controlled 
year, — stated in terms of 1913, — after deduction of 
expenditure due to additional works and equipment, 
but plus the allowance for extra cost of making good 
arrears, so ascertained. 

1178. When you say “ expenditure,” do you mean 
actual cash expenditure? — Not for renewals. 

1179. The expenditure includes provision? — It in- 
cludes provision. I have here a set of hypothetical 
claims. ( Document handed.*) I am afraid it is a 
very detailed document, and I am sorry to have to 
burden the Committee with it. I really do not see 
how you could get it into your head in text. The 
first few lines of this statement is the net receipts 
claim. Those are the figures shown at the top of 
the form. There you get the total amount charged 
in the account of £134,300 in 1919; that is £130,000 
expenditure and £4,300 transfer to depreciation fund. 
That is the amount as it appears in the account. 
We will take the account, if you please, letter by 
letter, as it appears in the arrears of maintenance 
formula, (a) represents the actual expenditure of 
the year which requires adjustment to compare with 
1913. At this stage transfers to renewal fund are 
not treated as expenditure as they do not represent 
actual expenditure, and if not omitted the complica- 
tion of the percentage for increased cost — I think it 
is at (I) lower down — would be an incorrect one. 
Such transfers are later deducted at (r). Item ( b ), 
the next item, adds back to expenditure a credit 
of a fortuitous nature, which has previously been 
given for supervision of Government work. There 
we have taken an item of £500 ; it is mostly allow- 
ance for profit on manufacture of munitions. It is 
necessary to do that because the profit had in effect 
reduced the expenditure on the line, and you had to 
add it back into the account. Then there is a pro- 
vision if there is any reduction in mileage of line 
open for traffic. In this particular account it is a 
nil item, so that we now get a total of £130,500, 
Item (d) takes out of the expenditure small works 
performed for the Government, and not paid for 
and debited against the Abstract A. This practice 
does not now exist, because direct settlement is made 
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by the Government; still for many years' of control 
that was a necessary heading. Then we come to the 
expenditure of the year; that is presumed to include 
the cost of the renewal and repairs of lines opened 
since 1913. In the illustration this cost has been cal- 
culated on the average cost per mile in 1913, multi- 
plied! by the number of additional miles. As this 
figure represents cost at 1913 rates it is equated to 
the 1919 rates before deduction from the 1919 ex- 
penditure; so you add the assumed difference of 150 
per cent, to bring it to the 1919 prices. (/) is merely 
the same calculation for other classes' of works, (;/) 
is the provision for abnormal wear and tear made 
good during control, not abnormal wear and tear not 
made good; that would' be the subject of a separate 
claim, and we are now getting claims in this form 
under this very heading. Item (7i) deducts from the 
expenditure an exceptional amount, including restor- 
ing permanent way 'taken up temporarily owing to 
shortage of materials for more important sections; 
that is, during the war the railways had to lift 
their branch line rails probably for renewals in main 
lines, and. they lifted their sidings to renew the branch 
lines, and so on. That is an extra expense, which 
is specially shown there, and! deducted before you 
arrive at the quantum of work performed. Item (?.) 
is also an exceptional expenditure which was incurred 
not only in this year but in other years. You will 
see that covers 1916, 1917 and 1918; it was work in 
connection with temporary accommodation for female 
staff. It is one of the cases where the companies 
say : “ You must protect us from all kinds of conse- 
quences here. We had male clerks and female clerks, 
and we had to put up separate accommodation, lava- 
tory accommodation and what not, and the Govern- 
ment must pay for it.” 

1180. Is this an actual case, or an hypothetical 
case? — The figures are hypothetical figures, but the 
headings are absolutely actual. Items (j) and ( k ) 
deal with expenditure included in ( a ) which cannot 
be represented in the average percentage which we 
have to consider ;. it has to come out. When we have 
taken into account all those items, you find a figure 
of £124,000. You have to reduce that £124,000 
down to 1913 costs. We have shown that increase 
in prices over 1913 was 150 per cent. That means 
a 60 per cent, reduction from 1919 to bring that 
figure back to 1913. Then you get to an expenditure 
in 1919 reduced to the 1913 basis, which is £49,600— 
the total of the abstract A, that is item (m). You 
will see on looking at the head of the statement, 
that £55,000 is the 1913 figure, and the difference 
between those two comes to £5,400, that is the 
arrears of work at 1913 prices. We add to that 15 
per cent., as it was agreed we were to pay 15 per 
cent, on account of the increased prices, and that 
brings you to a figure chargeable for arrears of work, 
£ 6 , 210 . 

Now we deduct from it (r) the amount already paid 
and transferred to the credit of depreciation fund 
with additional items for new lines opened and for 
works similarly increased by the 60 per cent., £9,300, 
less the expenditure in the year, £5,000, leaving 
£4,300, and the net amount to be claimed for arrears 
of work for the year is £1,910. 

1181. I do not quite understand the reserve in the 
year 1913 for renewals, £5,000; is that the figure 
shown as transferred to depreciation account ? — That 
is right. The last item in the formula, I think, 
you must look at is (f), and that, I think, is rather 
an interesting one. We have got the amount shown 
in the claim of £1,910. I have taken this a stage 
further than the claim would normally go in order 
to make it clear. That is, what would be the ultimate 
liability of the Government, assuming that the ex- 
penditure is 200 per cent, over 1913 prices. If you 
would cast your eye back to letter (p) we added there 
15 per cent, on the arrears of 1913. Now we have 
to bring that 15 per cent, up to 200 per cent., so 
the total liability of the .Government is increased by 
£9,9SG, making a total Government liability of 

£ii, m. 



1182. Where is your £810? — Opposite letter ( p ). 
That 15 per cent, has to be turned into 200 to get 
the final liability of the Government under that 
claim. 

1 had a second formula, but I really do not think 
it is necessary to burden you with it, if you would 
take it from me in evidence. It merely demonstrates 
to you how the companies have got the 15 per cent, 
not only on the arrears of repairs, but also on the 
arrears of renewals ; the 15 per cent, is given them 
on both. 

Could one just take i'n detail one or two difficulties 
that arise on these various points. Take, first of all, 
the total expenditure exclusive of transfers to or 
from depreciation fund. Transfers to and from 

renewal funds or suspense accounts are generally 
shown as separate items at the foot of Abstracts A 
and B, but in some cases, particularly subsidiary 
funds, this is not done. 1 have drawn attention to 
this point, and in some instances transfers, not shown 
separately have, it is found, not been deducted, but 
this will be required in all cases. A recent case on 
this point is that of a company who transferred 
£1,000 to bridges renewals fund in 1919 and included 
the same in their compensation account under the 
head “ repairs of bridges.” The company have now 
agreed to treat this amount as a transfer to deprecia- 
tion fund for arrears of maintenance purposes. In 
another case a company debit maintenance and credit 
capital with £1,000 per annum for depreciation of a 
work. This is one of the few cases where you have 
depreciated a railway asset. The £1,000 is not 

treated as a transfer to depreciation fund and is, 
therefore, included in the expenditure to. which the 
percentage for increased cost is applied. The 
Accountants’ Committee consider that this is correct. 
The case is a difficult one, and if under a strict read- 
ing of the agreement this is upheld, it would be 
inequitable and place a company which credits depre- 
ciation to capital in a better position than a company 
similarly circumstanced which credits depreciation to 
a reserve fund. Where a transfer is not excluded 
from the opening figure, it will be seen that by the 
operation of the percentage deduction at ( l ) the 
transfer is reduced by a figure to represent increased 
cost, although this does not arise on such items, and 
the increased cost necessarily paid when the transfer 
is spent is provided at ( p ) ; that would be getting the 
increased cost twice. 

There is another rather subtle point arising in con- 
nection with Abstract A, but I will try to make it 
clear to you. It is the usual practice for the loco- 
motive department of a railway company to provide 
engine power for relaying and reballasting the per- 
manent way. This causes a charge to be made by 
the former department to the permanent way depart- 
ment, usually at a fixed price per engine hour. The 
l esult is a debit to A bstract A under repairs and 
renewals and a credit to Abstract B under the head- 
ing of engine power (for maintenance) and Abstract 
C (for running expenses). In the accounts of some 
companies the 1913 rates are still being applied not- 
withstanding the increase in costs, that is the engine 
hire per hour. Although this does not affect^the 
account of net receipts,” it increases the amount 
of arrears of maintenance in Abstract A by reducing 
the whole expenditure on maintenance to 1913 cost” 
disregarding the fact that the amount included in 
respect of engine power is already at the 1913 cost 
and requires no reduction (document handed*). If 
for example, £3,000 was the amount in 1913, the same 
quantity of work was performed in 1919, and prices 
have followed the course assumed in the illustration 
that is 150 per cent, up, the ultimate effect is this •’ 
m 1920, if you are charging it at the old charge it is 
£3,000, and if you revise the prices it is £7,500- less 
increased cost, £1,800 in the one and £4,500 in the 
other, leaving an adjusted expenditure of £1 200 and 
£3,000. In 1913 it is £3,000 increase in both cases. 
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Tlie arrears at 1913 rates are £1,800; add lor in- 
creased cost of performing arrears, £3,600 ; ultimate 
overpayment, £5,400. Merely by not altering a 
debit for locomotive power which at first sight ap- 
pears to be — well, it really does not matter whether 
we charge 5s. or £5 an hour; it is out of one pocket 
into the other. You see this rigid formula makes a 
difference of £5,400 on this assumed case, where 1 
have purposely put in low figures. 

1183. Are there any similar cases of services by one 
department to another department? — There are cases, 
but that is the outstanding case as an illustration of 
the niceties you have to go into in dealing with 
formulae of this kind. Mr. Wood reminds me that 
since we have pointed it out one company has altered 
its debits to a proper level, and we must see that 
the others do. It is monstrous that owing to the 
operation of a formula like this the Government 
should be prejudiced. 

( b ) and (cl) are credits for supervision charged to 
revenue account. Railway workshops were largely 
placed at the disposal of the Government for war 
manufactures, and in order to charge prices com- 
parable with outside contractors’ prices, an addition 
was made to the actual direct costs in certain cases 
to cover supervision and profit. Such additions 
were credited to maintenance expenses in the account 
with the Government, but in order to make a fail- 
comparison of railway work performed in 1913 and 
the control period, the amounts so credited were 
required to be added back to the. Abstract figures.- 
This provision in the formula was for the protection 
of the Government, and has had the effect of con- 
siderably limiting the claims for arrears of mainten- 
ance. Similarly amounts added to railway maintenance 
for works performed on behalf of the Government 
are deducted from the expenditure in arriving at 
the actual maintenance figure. 

Now we come to items (c) and (e) : these are allow- 
ances for additions to and reductions of mileage or 
rolling stock. It is presumed that the expenditure in 
the year will, in the case of companies with increased 
length of line or additional rolling stock, be inflated, 
as compared with 1913, by the cost of the extra main- 
tenance required. Allowances to rectify this are 
therefore made, and as these are deducted from the 
1919 expenditure before equation to 1913 costs, they 
are increased by a percentage representing the differ- 
ence between 1913 and 1919 costs. Where these 
allowances are based on 1913 costs the addition is a 
correct one, but I will explain how in some cases the 
allowances are based on current prices, and an in- 
correct result is therefore obtained. You have to 
consider separately repairs for Abstract A and repairs 
for Abstract B, and renewals for Abstract A and re- 
newals for Abstract B. Taking repairs for Ab- 
stract A, where a company is a programme one with 
regard to repairs of permanent way, it follows its 



practice in providing for new units. Other companies 
are permitted to calculate the allowances on basis of 
cost of repairs per mile of track in 1913, and this 
figure covers signals and telegraphs, but not stations, 
&c. Up to and including 1917, reductions in length 
of line were disregarded in the instructions, and 
they would probably be trivial until the end of 1916, 
when a number of lines were lifted and sept to France. 
In the 1918 formula it was provided that where re- 
ductions were shown in consequence of lifting of lines, 
allowance should be made unless it can be shown that 
the circumstances justify the omission of such an allow- 
ance. There is no question about “ you must allow 
the Government to prove something else later ” ; it 
was put the other way round. As a matter of prac- 
tice it has been found that in almost all cases no 
allowance has been made, it being contended that the 
additional user of other lines was sufficient justifica- 
tion where one track of a double line was lifted. There 
were cases where a complete branch line was taken 
up, and companies contend that their renewals pro- 
gramme should not be interfered with owing to these 
circumstances. It is interfered with at once if they 
laid down an extra mile, but when 300 miles were 
lifted and sent to France the renewal programme was 
not to be interfered with. The matter is one which 
we have at present under discussion. I think an 
allowance should automatically be made in respect of 
any reduction in length of line, and it would rest with 
the companies to demonstrate that the remaining 
lengths of line had suffered abnormal wear and tear. 
In the arrears of maintenance formula for 1919, which 
has been approved by the Ministry, it will be neces- 
sary for the companies to submit a proof to the satis- 
faction of the investigators and the Government audi- 
tor that they are entitled to retain the mileage of 
these lengths of line in the figures used in compiling 
the arrears of maintenance claim. 

Now taking the repairs for Abstract B, that is re- 
pairs to rolling stock, as in the case of A, a programme 
company follows its practice and a non-programme 
company calculates its allowance on 1913 unit cost 
of repairs. In the case of reductions in numbers of 
rolling stock no allowance was made in 1914 or 1915, 
but in subsequent years reductions follow the same 
rule as additions provided that the capacity or first 
cost is not less than the capacity or first cost in 1913. 
Under this arrangement it is possible for a company 
to have a lesser stock and lesser carrying capacity, 
but if, owing to replacements at enhanced war prices, 
the remaining stock shows increased first cost no 
allowance need be made. I consider that if the 
numbers of stock and their capacity have fallen below 
1913 standard an allowance should be made for same 
on 1913 unit basis and that increased first cost does 
not necessitate increased repairs. The increased cost 
of repairs due to rise of prices is quite distinct and 
separately provided for. 
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1184. 1 t 7 itness : Before I proceed, I think perhaps 
it would be well if I put in, as I was asked by one 
Member of the Comnzittee yesterday, a copy cf In- 
struction No. 19, which zvas issued by the Executive 
Committee to the various railway companies. I 
think it is a' most important instruction and should 
be read and go on the Notes in extenso. 

1185. Secretary: I will read it: — 

“ Bailway Executive Committee, 

13th August, 1914. 

“ Dear Sir, 

“ The Executive Committee are pleased to he 
able to announce that practically all the com- 
panies whose railways have been taken over by 
the Government have agreed to the proposal out- 
lined in my letter of the 8th instant, under 
which the Government guarantee the net re- 
ceipts of the Bailways collectively. 

“ It is hardly necessary to point out that the 
arrangement is one which, in spite of its great 
convenience both to themselves and the Com- 
panies, the Government could not have agreed 
to, had they not been assured of the absolute 
good faith of the Companies, and had they not 
felt certain that they could rely on all Officers 
of the Companies concerned acting loyally up to 
the spirit of the arrangement. 

“ Broadly speaking the idea underlying the 
arrangement is that the financial results to each 
company for the period of Government control 
shall be the same as if the railways had re- 
mained under the control of the Companies, and 
the receipts and expenses of each Bailway had 
been the same as they were in the corresponding 
period of the previous year, subject to a deduc- 
tion proportionate to any falling-off in net re- 
ceipts disclosed by the accounts of the Companies 
as a whole for the first half-year of 1914. The 
result is that, during the period of Government 
control, the advantage of all economies will enure 
to the benefit of the Government, and, corres- 
pondingly, the whole burden of expenditure will 
fall on them. 

“ This state of things obviously imposes an 
honourable obligation upon the Companies to see 
that all proper economies are made, and that no 
abnormal or unnecessary expenditure is incurred. 

“ The new position thus created will give rise 
to many questions of detail, and the Executive 
Committee have asked a Committee of Ac- 
countants to consider these and to make recom- 
mendations on the subject for the guidance of the 
Companies concerned, but they think it may be 
helpful if they indicate now one or two points of 
general application. 

“ It may be that on the lines of some Com- 
panies traffic will fall off considerably and there 
will not be work for all the Companies’ employees. 
In such cases it would obviously be unfair to keep 
on unnecessary men at the expense of the 



Government. On the other hand, the Govern- 
ment may be anxious, from a national point of 
view, to avoid adding to the unemployment in the 
country, and, the line of action to be taken there- 
fore, is clearly one for the Government to lay 
down, and the Executive Committee are in com- 
munication with them on the subject. 

“ In the meantime, the Executive Committee 
will be glad if you will communicate with them if 
you feel in doubt as to the course to be taken 
with regard to any considerable body of men for 
whom you have no work, or not full work. The 
allowances to the families of men called out for 
active service involved a similar question upon 
which you have already been advised. 

“ Again, it may be found that certain trains 
have become unnecessary or have ceased to be re- 
munerative. In these cases the Government will 
naturally expect each company to reduce its 
train service from time to time so far as it can 
reasonably do so. 

“ Then, again, questions may arise us to the 
amount to be expended on the maintenance and 
renewal of way and works, or rolling stock. 
Under these heads it will not be open to a Com- 
pany to include in its working expenses any 
greater sum than is required to maintain its 
works and plant in an efficient condition, in- 
cluding due allowance for renewals, and if the 
expenditure of any company upon any item of 
maintenance exceeds the corresponding figure in 
the previous year, the Government will, no doubt, 
in the absence of special justification, expect it 
to be shown that the additional expenditure was 
rendered necessary by their requirements, or by 
the exceptional character or quanity of the traffic 
carried during the period of Government con- 
trol. This point has been definitely raised by the 
Treasury, and the Executive Committee have 
had no hesitation in giving an assurance, on be- 
half of all the Companies taken over, that no un- 
fair advantage will be taken of the present situa- 
tion in connection with the renewal of works or 
plant. 

“ All these and, similar questions will be con- 
sidered in detail by the Accountants, but it is 
thought well by the Executive Committee to indi- 
cate at the outset the general features of the 
new situation, and to let the companies know 
what the Government are looking to them to do. 

“ Tours faithfully, 

(Signed) “ H. A. Walker, 

“ Acting Chairman, Executive Committee.” 

1186. We were discussing the difference between 
renewals and repairs, and perfectly clearly in this 
letter from Sir Herbert Walker no distinction is 
drawn between renewals and repairs? — Certainly. 

1187. With regard to renewals, it is perfectly clear 
that there is a maximum ; 1913 is a maximum ? — That 
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is a maximum, yes, with, of course, the alteration that 
was made in 1917, that on excess renewals carried out 
the Government bore the additional cost over the 1913 
prices. 

1188. That was renewals?- — Yes. 

1189. That being so, there is no real maximum 
either to repairs or renewals? — That is so, yes. 

1190. Could you tell us the exact date and circum- 
stances under which that modification in the arrange- 
ment was made? — I shall deal with it later on in my 
proof, but, as you have raised the question, I think 
I had better deal with it now, even if I have to deal 
with it without the aid of my notes. If you turn 
first of all to page 68, which is the example of the 
formula for the years 1914 and 1915, you will find 
there, item (b) : “ Less Renewal Expenditure in ex- 
cess of programme — chargeable to Depreciation Fund 
or Suspense Account.” 

1191. That recognised the principle of a maximum? 
— Yes. If you will turn to the Green Book, page 77, 
you will see that is the revised formula for the year 
1916, and you will find that deduction omitted from 
the formula. 

1192. Which would be the item to which it is appro- 
priate now? — It should have come as a deduction 
exactly in the same way; if you will take item (a) on 
page 68 you will see that that is reproduced without 
any lettering on page 77. 

1193. It is not the first item, is it? — Yes. The 
wording is absolutely identical for the first item. 
Item (a) is reproduced, but item ( b ), which made 
quite sure that excess renewals were borne by the 
funds and not by the Government, is not shown on 
page 77. 

1194. Do you conceive that that was a deliberate 
omission?- — Deliberate, because when you get to the 
foot of the table you show the amount transferred to 
credit or debit of a depreciation fund, whereas on page 
68 it is a credit only. 

1195. It was by the operation of that amended 
formula that the companies bore the 1913 cost of excess 
renewals, leaving the additional cost of such renewals 
as a charge to the Government. 

1196. I am not quite clear about that; would you 
kindly explain it a little more in detail; it is a little 
difficult to follow? — It is extremely difficult to follow. 
Will you take page 68, item ( b ). 

1197. That is simple; that is put in a form that 
anybody can understand? — That takes it out and 
gives you the illustration. Now on page 77 you deal 
with total expenditure under all headings, and there 
is no deduction there for any excess expenditure, 
but there is a deduction at the foot of the page for 
the amount transferred to credit or debit of a de- 
preciation fund, and that is based on the 1913 prices. 

1198. But I want to suggest that this amount is 
what appears under ( b ) on page 68. The words: 
“ Renewal FJxpenditure in excess of programme 
are omitted but understood? — No. It was an abso- 
lute alteration in practice. I deal with it later on, 
and I have prepared a comparative table if it will 
be convenient for me to find it now. 

1199. That is not quite the point I was on. I was 
very anxious, if one could, to find out the circum- 
stances under which this agreement was modified and 
by whom ? — This Green Book was prepared, of course, 
by the railway companies in the usual way, and 
approved by the Government accountants and the 
Board of Trade. 

1200. Did it go to the Treasury? 

1201. Did that mean a very big additional cost? 
It is the additional cost of excess renewals, and 
the point is, where is the authority for that? — 
I should just have to look into that, I am afraid, 
to give the actual reference. I am not clear that 
it ever went beyond the Government accountants 
at the moment. 

1202. That is the point. 

1203. Does not that make a very big difference? — 1 
think it does ; at any rate it opi ts up the possibility 
for a very large difference. 



1204. When you say the Government accountant do 
you mean the Accountants Sub-Committee of the 
Railway Executive Committee? — No; when I refer to. 
the Government accountants I mean Sir Albert Wyon 
and Sir William Blender. 

1205. But you admitted that the amount of control 
afforded by that arrangement was not entirely ade- 
quate? — Quite, but I do not think it could have pre- 
cluded them from giving, and I believe they did to 
the very best of their knowledge give, full considera- 
tion to questions of principle of this kind that came 
before them, but whether they appreciated the fact 
that they should in all these cases have got Treasury 
approval or not I do not know. 

1206. But was it clearly understood both by the 
Government accountants and by the railway com- 
panies that the Government accountants had plenary 
powers to commit the Government without any refer- 
ence to the Treasury? — I think the Government 
accountants thought they had, on interpretation, 
very wide powers. 

1207. But this is a new agreement clearly. It is 
an absolutely new financial agreement in place of 
what was clearly laid down before, and I should like 
to know whether the Government accountants felt 
that they had so much power that they were in a 
position to pledge the Treasury to an entirely new 
financial agreement without any reference to the 
Treasury? — If you would not mind, I think that is 
a question that you could more properly ask Sir 
Albert Wyon than myself. 

1208. I wanted to know whom we ought to ask — 
Yes, I think you ought to ask the Government 
accountant, Sir Albert Wyon, as to how far he under- 
stood his powers extended. 

1209. Can you say whether there is any evidence 
that this was confirmed by any Government Depart- 
ment at all? — I cannot say at the moment, but I 
would rather like, before putting that definitely, just 
to look through the papers once more on that point 
if you would allow me; I will deal with that this 
afternoon if I may. 

1210. I think possibly everbody understands, but 
I think it may not be clear on the notes, and I should 
like to get it clear : would I be right in saying that 
the effect of this revision of the formula for the 
year 1916 was that, whereas before that the additional 
cost of excess - renewals was a charge on the com- 
panies, after the formula was brought into use the 
additional cost of excess renewals was a charge upon 
the Government? — Clearly that is the effect of the 
formula. 

1211. I have been listening and trying to pick up 
the point. I do not want the detail of it, but if I 
could just have pointed out to me what the point 
involved is I may be able to pick it up. 

1212. The point is this, Sir George in the second 
day’s evidence said how much the question would 
be simplified if 1913 was the maximum? — (Witness): 
Yes. 

1213. The instruction that we have just had read 
to us clearly indicates that the railway companies 
in August, 1914, understood that 1913 was to be a 
standard. 

1214. Yes. 

1215. In all the correspondence and papers that 
we have had, in all the letters and documents that 
have been before us with regard to renewals, it was 
expressly stated to be a maximum, and with regard 
to repairs it was inferentially a maximum. Under 
the formula upon which the railway companies 
worked for the years 1914 and 1915 it was shewn as a 
maximum. On page 68 of these papers a formula is 
shewn in which there is deducted from the total 
expenditure the whole of the renewal expenditure in 
excess of programme, which is chargeable to de- 
preciation fund or suspense account? — (TVifness) : 
That is the Heliotrope Book. 

1216. Yes. You agree up to that point the inter- 
pretation of the agreement with the railway com- 
panies was that 1913 was a maximum? — Yes, qua 
renewals. 

1217. And no one has ever suggested that it was 
not a maximum qua repairs? — No. 

1218. Though it was not so expressly stated, except 
so far as is covered by this Instruction we have read, 
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in which the railway companies undertook on 'their 
own honour not to perform any repairs in excess of 
tiie normal. 

1219. I think it is a little more than that on the 
repairs side. 

1220. 1 did not want to put it too high. Would 
y° u P ut so ln gh as that they were bound by 1913 ? 

1221. What is the point in the Green Book? 

1222. The point in the Green Book is that for the 
hist time the formula, which is shewn on page 77 
provides that the Government shall bear the cost 
or the excess renewals. 

1223. Where is that? 

n 1 ? 24 ' ^ the way the formula is worked out. 

I erliaps Sir George would like to explain it again for 
fear 1 may make a mistake. 

r,„ 1225 - It is onl y tlle additional cost?— (Witness) : 
that is so. 

1226. The excess repairs are to be borne by the 

Government?— If you refer to page 77 you will find 
that item (6) on page 68 is- omitted; that is the first 
variation. That item does not appear in the formula 
on page 77. There is, however, an alteration in the 
1 w * uc h I think, letter (i) on page 68. You 

will see on page 68, item (i) reads : “ Less amount 
transferred to credit of Depreciation Fund or Sus- 
pense Account”; that is altered on page 77 to- 

Amount transferred to credit or debit of Depre- 
ciation Fund or Suspense Account; ” so that it was 
through the operation of that clause that the com- 
panies bore the 1913 prices of any excess renewals and 
left as a charge on the Government the additional 
cost of those renewals. This deduction is made after 
you have eliminated the item of additional cost. 

1227. It is probable upon this point that some of 
us have a difficulty in following the accountancy 
effect of these additions and deductions ; you say that 
is the effect of this formula? — Clearly. 

1228. And the cpiestion we were putting to you was 
upon whose authority this was done, and you say that 
as far as you know at the moment, but you will con- 
firm this, it was done merely upon the authority of 
the Government Accountant, Sir William Plender?— 
Sir Albert Wyon, I think. 

1229. Who was acting in a quasi honorary position? 

I do not think we have any correspondence with 

legal d to the Green Book at all, but we have the 
correspondence with regard to the Brown Book in 
which there is a letter which you will see on page 79 
document 68, which reads as follows : it is addressed 
to the Chairman of the Accountants Sub-Committee: 

I am m receipt of your letter of the 5th instant 
and have examined the draft of the instructions pro- 
posed to be issued, and have no comments to make 
thereon.” I do not think I need quote the rest of the 
letter. 



1230. Apparently the point that we were putting 
to you was, it is suggested that this matter was never 
confirmed by any Government Department, that Sir 
Albert Wyon was acting in a quasi honorary position 
a position under which he was not- able to go very 
closely into details, and I wanted to suggest to you 
that it is quite possible that this alteration was not 
fully appieciated by Sir Albert Wyon when this for- 
mula was drawn up?— Well, I do not think, having 
regard to Sir Albert Wyon’s experience, I coukl ac- 
cept that suggestion ; I think he would appreciate the 
purport of any document that he approved. 

(i 1231. It does not say it directly. Tt simply says: 
“ I have no comments to make 'thereon.” As an 
amateur in these things I confess I have not abso- 
lutely grasped at present the explanation of how the 
change was made, I mean by the omission of (b) and 
(lj? — It is not the omission of (i) ; it is the amplifica- 
tion of (i). (i) is repeated but extended to debits as 

well as credits. 

. 1232. My point is this, at present I have not con- 
sideied, and do not know how far tlio other members 
of the Committee have considered, the effect of the 
explanation you have given as to the omission of (b) 
and the amplification of (i), and my point is how far 
Sir Albert Wyon had considered that having regard 
to the fact that his expression is merely that he has 
no comments to make?— That letter I read is not on 
the Giecn Book blit on the Brown Book which contains 
the same provisions ; it shows the principles. 



1233. Might I be permitted to suggest that as a 
matter of lact in 1914 and 1915 the entry against (bj 
was “ Nil ” each year? — W 7 e have found no case 
where there was an entry. 

1234. And consequently the Government accoun- 
tants might have hastily jumped to the conclusion 
that “ Nil ” would be the entry for all time, and that 
there were arrears piling up at such a rate that it 

■ was not worth while answering that at all? — That is 
a possible explanation. 

1235. Y ou say that you will see whether you can 
find anything which would suggest that this received 
the further confirmation of some Government Depart- 
ment? — 1 do not think 1 shall be able to find that, 
blit we will have every effort made. 

1236. I do not want to be burdensome, but as this 
is a critical point I do want to understand it, and 1 
confess 1 do not at present. ( b ) is: “ Less Renewal 
Expenditure in excess of programme chargeable to 
Depreciation Fund or Suspense Account.” That is to 
say, depreciation fund or suspense account would be 
included in the 1913 costs?— Could I, without follow- 
ing your question for the moment, try and put it to 
you very simply? 

1237. Yes. — In the first formula, the deduction for 
excess renewals is made from the gross expenditure 
at the then prevailing prices. The alteration of the 
formula made the deduction from the amount after 
it had been reduced to 1913 prices; that was the 
effect of the formula in simple words. 

1238. But the deduction itself would have been re- 
duced? — It is left in as a Government charge, and 
then you reduce as a debit to the depreciation fund 
at 1913 prices. On the first formula the deduction 
was made on the actual prices; that is as simply, I 
think, as I can state the effect of the formula. If 
you will look at page 77 you will find. you begin there. 

1239. I am assuming that this is a really vital point 
that you are making, otherwise I would not give you 
the trouble. 

1240. It is a very important point, that the limit 
of renewals to the 1913 quantum was varied at a cer- 
tain stage during the period of control, by the 
authority, as far as we can get, only of the Govern- 
ment accountant. 

1241. That point I can see, hut it is the explana- 
tion of the variation, and if it is important to ascer- 
tain whether the Government accountant appreciated 
what had happened then we have got to estimate the 
likelihood of his not appreciating it, and that turns 
on the abstruseness of the point? — I have to take 
this from m,y accountant, but he was very familiar 
with the whole negotiations; — 1 hope you will ask 
Sir Albert Wyon this question, because after all he 
must answer for himself ; — but the argument, 1 think, 
was that if you threw the whole onus of excess re- 
newals on to the railway companies they might be 
tempted to perform large quantities of what were 
really uneconomic repairs, as at that stage it was 
recognised that the repairs were at large as regards 
quantum. 

i 1242. You mean they were outside the cpiantum? 

There was no limit to the repairs quantum on the 
railway companies at that time. 

1243. Is that so in 1916? 

1244. As I understand it, the critical point is tho 

change between page 68 and page 77? That is so. 

. 1245, On page 68 there is an item ( b ) though there 
are no figures entered against it, where it is pro- 
vided for, namely, that the total expenditure should 
be reduced by the renewal expenditure which would 
be chargeable against depreciation fund or suspense 
account. If it is depreciation fund it would be in- 
cluded according to the 1913 expenditure, would it 
not? There would he a certain depreciation fund in 
the 1913 expenditure?— Yes. You have already set 
aside the amount corresponding to the 1913 pro- 
vision, and if you spend in excess of that provision 
the whole of the excess is debitable to a fund which 
has been accumulated over a series of years. 

1246. Prior to the war? — Yes. 

1247. What I am trying to get is, what is that 

fund against which it is chargeable? It is a fund 

which has been built up in pre-control years re- 

serves. 
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1248. They might have had £6,000,000 or 
£10,000,000 in various reserve funds when control 
started. 

1249. Supposing the railways had never been taken 
over at all, in each year they would obviously have 
expenditure which could properly be debited to re- 
pairs, and expenditure which could be debited to 
renewals, that is, to a suspense account which had 
accumulated during a period of years. When I saw 
Ji) my version was this, that the expenditure under 
(a) would be reviewed, and items of expenditure 
which really belonged to renewals account would be 
deducted and not charged against revenue. 

1250. That is not the intention of that; it is 
items, properly chargeable to renewal account, 
carried out in excess of the provision for renewals 
in that year. 

1251. I understand now that when the Government 

took over the railways there was in existence a de- 
preciation fund and a suspense account? Many 

funds. 

1252. I am speaking of the railways as a whole — 
Yes. 

1253. Contributions would be made to that fund 
during the years of control? — Yes. 

1254. That fund would be going on building up 
during the years as it had been before? — Certainly. 

1255. The object of ( b ) is that the renewal ex-, 
penditure in excess of programme shall be charged to 
that account? — Yes, and not to the Government. 

1256. Except in so far as that account had been 
built up during the control years by contributions 
from the Government? — Then it is included under (a). 

1257 . ^Contributions that were on the 1913 stand- 
ard? — Yes, that is included under (a). 

1258. That is quite clear. Now coming down to 
(i), what I am not quite clear about is this: under 
(i) the amount was transferred to credit of depre- 
ciation fund and was a deduction. When you turn 
over from page 68 to page 77 then the amount is 
transferred to credit or debit — is either a deduction 
or an addition? — That is so. 

1259. So that the effect of that might be that 
having got down as far as arrears of work toj the 
31st December, 1916, the amount which follows under: 
“ Amount chargeable for Arrears of Work,” if it were 
a debit on the depreciation fund, would become an 
addition to that column? — That is right. 

1260. And would increase the net amount to Ire 

claimed for arrears of work? Yes. 

1261. If it had remained as it is in (i), simply 
an amount transferred to credit, it would have made 
a reduction and would have reduced the amount P — 
Yes. 

1262. Supposing there has been renewal expendi- 
ture in excess of programme in the years 1914 and 
1915 which you are suggesting is the excess for 
which the Government would not be liable that would 
introduce the figure under (b)? — Certainly. 

1263. That would have reduced the figure 
£283,000 on page 68, by a corresponding amount?— 
£324,000 I think is the figure we are looking at. 

1264. No. When the compilation is complete it 
would reduce that figure of £283,000 to some ex- 
tent? — Yes. 

1265. That would reduce the net amount to be 
claimed for arrears of work, £132,000, at the bottom 
of the page? — Yes. 

1266. So that consequently if your interpretation 

of these words “ Renewal Expenditure in excess of 
programme ” is correct, the effect of any excess 
would actually be to increase the amount that the 
railway companies would have to draw? If a com- 

pany is in arrears then the alteration in the formula 
really has no value at all; that is the point. The 
real importance of this alteration is when the 
company is an excess company in repairs. 

1267. I am afraid I am not making it quite clear. 

May I assume this figure (a) very largely increased ; 
that the £324,000 on page 68 is very largely increased, 
so largely increased that the £132', 000 at the bottom 
of the page vanishes and becomes a figure on the 
other side so that it is an excess company? Yes. 

1268. Assume, instead of a nil item at (b) there is 
some figure, say £50,000? — Yes. 



1269. Which would reduce the total expenditure, 
would reduce the net expenditure to be compared with 
1913, and would either wipe out the excess, which 
ex hypothesi the £132,000 is going to be on our 
assumption, or actually put a figure on the other 
side throwing the burden upon the Government. 
I would venture to suggest, if I am right, that (6) 
cannot mean what we are attributing to it; (6) is 
a privilege to the company — not to the State? — 
Witness : (b) could never be an advantage to the 
company; it is either neutralised or an advantage to 
the State. 

1270. May I put it again? Assume that £324,000 
was so increased that the net figure of £283,000 was 
slightly in excess of the standard period of £442,000. 
In that case the company would be in excess, and 
there would be no arrears to be dealt with, 
and the only question would be whether the Govern- 
ment would, or would not, make good the excess 
expenditure to the railway company? — Yes. 

1271. Supposing we then insert in (6) a figure which 
would reduce the net figure of our larger figure than 
£283,000 which we are assuming, and so reduce the 
excess' expenditure and turn it into a deficiency, there 
then would be an arrears for which the company would 
be allowed to claim upon the Government in subse- 
quent years? — First of all you have to reduce that 
figure by the 10 per cent. 

1272. But I am assuming the figures are all in- 
creased to a sufficient extent to throw the balance 
the other way so that instead of there being arrears 
there will be an excess, and then if you introduce 
the figure (b) you would turn an excess into an 
arrears throwing upon the Government the burden 
of paying something more to the railway companies, 
and therefore the presence of a figure in ( b ) would, 
under those circumstances, be an advantage to the 
company and not to the Government? — It is very 
difficult to follow the figures as you put them. But 
under any circumstances (b) is no advantage to the 
company. 

( The Committee deliberated.) 

1273. Witness : I will endeavour to present a 

broader picture of this question of repairs. I have 
prepared and circulated round the table a statement* 
showing the position of the Government with regard 
to the two Abstracts, that is Abstract A and Abstract 
B, which, as you all know, cover permanent way and 
rolling stock respectively, and I would like to take 
the statement in detail. It is not possible, of course, 
to have actual figures throughout in a table of this 
kind. Some estimates have had to be made in order 
to arrive at an approximate figure, but it seems clear, 
and I think the ^figures are sufficiently accurate to 
form a very sound opinion, that, under these two 
Abstracts alone, up to the end of 1919 only, excess 
repairs have been carried out amounting to £8,100,000 
in actual cost, and of these £3,500,000 were spent in 
1919, but if we equated the value of those extra repairs 
to present day costs, the prices would be somewhere 
round £13,500,000. You will see from the statement 
that the value of work not yet performed at 1913 
costs is £36,700,000 ; that is the total of line 2 (e) of 
the statement. This has been paid for at 1913 costs 
plus. 15 per . cent., or, roughly, £42,000,000. Perhaps 
not the whole £42,000,000 has been paid, because we 
have not settled the 1919 account in full. 

1274. Are you referring to what is under the year 
1919; I do not see £42,000,000 anywhere?— I think if 
you will look at the end of 2 (c), the last figure, you 
will see it. I will go through the table line by line 
in a moment. I rather wanted just to give you the 
broad figure, and then I will take the table line bv 
line if you will bear with me. 1 (a) is the published 
figure of actual charge by the railway companies. 
That is a definite figure. We now come to 1 (5), 
which we deduct as an unexpended renewal provision. 
That is not quite actual, but approximately so, so 
that no question need arise on it. 1 (c) is the actual 
money spent during the periods, and we then Come to 

* Vide Appendix X, 
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an item in 1 ( d ) which is not quite such a positive 
figure, because it is necessary to deal with this matter 
to reduce the actual expenditure to 1913 prices. I 
have adopted certain percentages which are shown, I 
think, on the copies of your statement, and thev are 
the best figures we can obtain, but they are not finally 
agreed figures as to what should be the proper deduc- 
tion to bring them down to 1913 costs. Of course, the 
most doubtful figure is the most reoent one, because 
there we have not yet got to anything like close grips 
on the figure. You will get then as a balance on the 
line 1 (e) the value of the work performed on 1913 
costs. You will probably remark on the larger amount 
shown in the first column of figures, but that is because 
it is a total figure for the period 5th August, 1914, 
to the 31st December, 1915. The rest are annual 
figures. We now come to the main item 2, which are 
charged but not expended by the companies. First 
of all, there is 1 (a) ; that is an actual figure Then 
we get to 1 (6), the unexpended renewal provision, 
and that is the reproduction of item 1 (6), which, we 
have already discussed, (c) is merely 'the totals of 
(a) and (5), and then (d) is the process to reduce 
these figures again down to 1913 costs. We had paid 
15 pei cent, addition, so it is necessary to reduce 
those figures by -iji-ths. We then get a resultant 
figure showing the value of the work not performeu, 
although charged for, reduced to 1913 costs. 

1275. By a resultant figure you mean by adding to 
106 the 36? — No, by deducting the -jljbths from the 
total at 2 (c). Item 3 gives the total amount charged 
adjusted to 1913 costs. That is the addition of l'(e) 
and 2 (e). Of course, there is the weakness of the 
percentage reflected in this figure — the percentage re- 
duction to which I referred on line 1 ( d ). Item 4 is 
the standard amount to be charged. You will see lr 
rises in 1917 and onwards, but from the heading of 
the column you will observe that these years embrace 
Ireland ; whereas it was only the railways in Great 
Britain up to the end of 1916. Item 5 shows the 
excess maintenance over the standard year ; first of 
all, at 1913 costs; secondly, at actual costs, and, 
thirdly, if it had been carried out at present prices, 
which are 200 per cent, over 1913. 

1276. But only a portion would have to be carried 
out at present prices?— No. I should like to make 
that point very clear, because it is an extremely im- 
portant one. It is true that these excess repairs have 
only cost £8,100,000; but if you decided that in nc 
circumstances shall 1913 be exceeded, these repairs 
pro tamto wipe out arrears which the railways now 
contend we are liable for to carry out at present 
prices; because it has increased the amount of work 
done and reduced the balance of the work not per- 
formed. I think it is absolutely necessary to appraise 
this work at present prices; but I would like to 
emphasise, and I think it should be kept strongly in 
mind, that, first of all, these figures go only to the end 
of the year 1919. You will notice that at actual cost 
the amount of excess work performed in 1919 was 
nearly double that of 1918, and, of course, much more 
than in the previous years; and we are now coming 
lo or we have arrived at — the period when men and 
material are plentiful. 

1277 . So you get a geometrical progression ? — There 
is the danger of it. 

1278. That points to a possible excess of £40,000,000 

by next August? — Yes, possible. But you have not 
yet heard quite the story. That refers only to Ab- 
stracts A and B. I cannot give you any guide as to 
the excess repairs that have been carried out on the 
list of works I have circulated which I ought to read, 
because it is very important and affords considerable 
scope for additional repairs — docks, harbours, 

wharves, hotels, refreshment rooms, equipment of 
dining cars, canals, steamboats, road vehicles and 
horses, coal wagons for locomotive use, hydraulic and 
other mechanical apparatus for handling traffic, 
station equipment, platform trucks, train indicators, 
head, office equipment, typewriters, dictaphones, me 
chanical tabulating machines, wagon sheets, carriage 
rugs, sacks, ropes, and material of that kind. 



1279. This is a list ? — Of items not included in 

Abstracts A and B, but where the same danger exists. 

1280. But largely below-tlie-line ? — Not one of them 
below-the-line ; all ahove-tlie-line, and all Government 
liability. 

1281. From what was that list compiled? — This is 
a list which is compiled from headings of the various 
Abstracts other than A and B. 

1282. I see now. — These are charged in various 
ways. 

1283. Past and future? — Yes; hut I can give you 

no figure 

1284. If all these are in excess of the 1913 basis 
these would have been passed only by the Government 
accountant ? — Yes. 

(The Committee deliberated.) 

1285. Witness : You will remember, Sir, that cer- 
tain tables of railway revenue and expenditure have 
been la'id on the table by order of Parliament from 
time to time, and from the information which we 
then had they showed to the best of our ability the 
result of the working of the railways. We are now 
in a position, I think, to adjust' several of the figures 
that have already been published, and in the tables* 
before you I have reconciled and adjusted these 
figures, and I will briefly run through these adjust- 
ments before coming to the final result. If you would 
look at Table 1 for a moment you will see there in 
column 3 that we have included certain additional 
figures as value of Government passenger traffic. The 
figures as published in column 2 include the value of 
Government passenger traffic as entered up from time 
ta time. But complaint has often been made that the 
Government passenger traffic did not share in the in- 
crease of passenger rates and fares as from the 1st 
January, 1917. Therefore from the 1st January, 1917, 
to the 31st March, 1919 — after that date full rates 
were paid — I have put in a close estimate of this 50 
per cent, addition on this traffic so as to removt 
any suspicion that the Government were not being 
debited with the full value of this traffic. But 
I think it is only right to mention here that no 
one can allege that throughout the war the Govern- 
ment in the amounts we have shown in these 
tables have been in any waj T favoured. The charges 
on Government traffic have been and now 'are on a 
very high basis. Could anyone imagine that a busi- 
ness firm would set up a huge factory — take Chilwell 
with its thousands and thousands of tons a week of 
traffic moving in train loads from one point to one 
destination for shipment not handled at either end 
and yet paying an ordinary rate, not a special rate 
at all, for that heavy traffic? It did not matter be- 
cause it was merely passing from one pocket to 
another; but that is giving an indication that, from 
everything I can see, the amount put down for 
Government traffic is an excessive amount and not a 
small one. 

1286. It includes passengers and goods? — Yes, all 
kinds of traffic. 

1287. Including soldiers and so on? — Yes, over- 
tiring. 

1288. Whenever they have travelled it is included — 
the cost of the warrant? — Yes, although the absolute 
details are not kept, a sufficient record was kept to 
enable that figure to be arrived at very closely. So 
that you get during the period of control up to 
the 31st August last a gross (railway working) revenue 
earned of £1,028,000,000. The statement at the 
foot of the Table 1 is merely to show how much has 
been included for Government traffic in those 
columns. It is not a very material figure but it is 
worth mentioning in total —£150,800,000. 

1289. And the £137,000,000 includes the goods 
traffic? — Yes, and was already in. The adjustment 
is in respect of the increase in passenger fares for 
the period I have named. 

If you could turn then to Table 2, it is an expendi- 
ture table. The figures as published to the House of 
Commons included an assumed addition of 75 per 
cent, over 1913 prices for arrears, and you get a total 
expenditure — column 2 — of £784,707,000. 



* Vide Appendix XI. 



MINUTES OF EVIDENCE. 



63 



11 November, 1920.] Sir George Beharrell, D.S.O. [ Continued . 



1290. The arrears are only in respect of Abstracts A 
and BP — Yes. 

1291. There are other arrears? — Yes. Then we get 
adjustments in respect of deferred liabilities, because 
obviously 75 per cent, is no measure now of our lia- 
bility on those arrears of maintenance. So that I 
suggest that by bringing it up to the present level over 
1913 prices — and you will see that in column 3 — I have 
added £52,000,000, spread over the various years 
rather arbitrarily, but the distribution of the figures 
is a very secondary consideration. Now, in column 4 
I come to an item which, of course, may be arguable, 
but at any rate as the railway companies now under- 
stand it there is certainly a liability in respect of 
replacement of stores of £20,000,000. You will then 
see in column 5 that I have provided for abnormal 
wear and tear, but I have refrained from including 
any figure; I simply left that as a blank. You then 
get a total railway working expenditure of 
£856,000,000. 

Now the result of that comes out in Table 3. First 
of all, you get the railway working. — first, the results 
as published, and then as adjusted. You then) get 
£172,000,000 as the balance of total revenue earned 
over expenditure. Other businesses show a loss of 
£5,800,000. You then get a total balance of revenue 
earned over expenditure, for which the Government 
is responsible, of £166,000,000. But wo have had to 
meet during that period a Government guarantee of 
£289,373,000 ; so that there is therefore a probable 
net cost to tlie Government, after paying for all 
Government traffic during the period of control, of 
£123,500,000 without any allowance for abnormal wear 
and tear. 

1292. And a certain proportion of that due to what 
you have pointed out — the fact that the Government 
were charged at tariff rates, and not at specially 
reduced rates, on taking quantity? — Exactly. 

1293. And the sum has already been paid? — No, not 
all. There is a very large liability still to* be paid. 

1294. £20,000,000 for stoi'es? — Yes,; and on the 
arrears of maintenance we have only paid 15 per 
cent, on account. It was pointed out that I had 
only dealt with Abstracts A and B in the arrears of 
maintenance; there are undoubtedly arrears of main- 
tenance in other abstracts. On the other hand, 
certain services were rendered to the Government 
and not charged for — steamboats, docks, hotels; 
there is no actual record of that. I do not know 
quite how much it comes to, but for the purposes of 
my statement I think we are not far wrong ; I 
have set the one against the other and in arriving at 
the total I have left out both. I cannot, give the 
figures, so that I have ignored that both ways. Of 
course, that £123,000,000 is not put forward by me 
as a statement of the ultimate cash liability of the 
Government, but it is a statement of what I believe 
to be, under tlie present interpretation of the agree- 
ments, the cost to the Government of having con- 
trolled the railways after allowing for the full value of 
Government traffic carried by the companies. 

1295. That is up to 1920? — Up to August, 1920. 

1296. There is nothing to add to that? — No. I 
have rather emphasised this point beeausel in some 
quarters the view is undoubtedly held that the 
possession of the railways has been an excellent 
bargain for the Government. I should like to call 
attention to the penultimate paragraph of the letter 
from the Chairman of the Railway Executive Com- 
mittee, dated the 21st September, 1917, document (29), 
page 21. That paragraph reads as follows, “ The 
figures, however, disclose that whereas the total 
amount paid by the Government to the Railway Com- 
panies as a result of the control of the Railways from 
the commencement of the war to the ZOth June, 1917, 
has been under £40,000,000, the amount of free 
services rendered to the Government has been nearly 
£57,000,000, showing that during the period under 
review the Government benefited ■ by the ‘ Control ’ 
to the extent of about .£17,000,000.” In that letter 
there was an ignoring of the consequential liabilities, 
which were fast accumulating at that time. In 
making the statement it was obvious that those con- 
tingent liabilities had been ignored. It was based on 
very provisional figures, and ignored the fact that 



there was a lag in the amounts paid by the Govern- 
ment. 

1297. And, of course, prices had not risen at that 

time as they have now? — Certainly. No one could 

say what would be the liability at that time. 

1298. The statement is simply the total amount 
paid? — Yes. But am argument was founded upon it 
not justified by the facts. 

1299. ' How far is this correct, “ The amount of free 
services rendered to the Government has been nearly 
£57,000,000 I should think that is probably true. 
The total was £150,000,000 in the period of the war. 

1300. But assuming charges at the full rate you 
have indicated? — Yes, certainly. 

1301. In fact, the £57,000,000 and the £40,000,000 
are unduly favourable to the railways in regard to 
both figures? — Yes'. 

1302. It may be that up to September, 1917, it was 
not unfavourable to the Government? — I could not 
accept that, because that figure only takes into 
account the cash on either side. It does not take into 
account probable final cost of arrears of maintenance 
or replacement of stores, or items of that kind, which 
are proving now to be so costly. 

1303. Or, on the £57,000,000 side, amy reduction on 
the traffic in quantity? — Yes, I can accept that, and 
then the figure is sufficiently startling for the purpose. 

1304. I do not see that we ought to accept that 
broadly for published statements, because any large 
user would make a good bargain with the railway 
companies. 

1305. If the Government had paid lower figures this 
figure of £123,000,000 would be increased? — Yes, by 
exactly that amount. 

1306. Has this figure of £123,000,000, up to 1920, 
been met by the provision made by Parliament? — Not 
at all — or, rather, there is a very large liability yet. 
In that figure I have included arrears of maintenance 
at the now prevailing prices, but in fact we have only 
paid 15 per cent, over 1913. We have paid nothing 
for replacement of stores; I have had to include 
£20,000,000 for that. 

1307. So that of this sum of £123,000,000 there is 
a considerable proportion which is not paid? — 
Certainly. 

1308. It will have to come in on a future Budget? — 
We have probably paid £25,000,000 or £30,000,000. 

1309. Then about £100,000,000 will have to come on 
a future Budget? — Yes. 

1310. On this statement; and there are others 
besides this? — Abnormal wear and tear is the only 
big one outside this. 

1311. But it does mean you have a lien on the money 
still not paid over? — It is hardly that. We have not 
paid all the railway companies expect us to pay — I 
will put it that way. 

1312. What was your object in this last line — excess 
maintenance over standard year at present prices? — 
Y r ou have now gone back to the other statement?* 

1313. Yes. Why do you go back to 1916 and say 
the work done in 1916 is 200 per cent, over 1913 
prices? — I should like to explain that if I may. If 
the Committee were to recommend that there should 
be a definite line drawn at the 1913 quantum, then 
these repairs which have been carried out in excess 
would reduce the claim for arrears. That claim for 
arrears, if met, will have to be carried out at present 
prices ; therefore by so much as you can reduce that 
claim it is worth present prices. 

1314. The financial result would not have been as 
you have indicated, would it, if rates had been in- 
creased proportionate to cost? — No, certainly not. 

1315. So that the nation has had an advantage 
from that point of view? — Yes, undoubtedly. Rates 
should undoubtedly have been raised much earlier. 

1316. I mean had the railway companies been free 
to fix their rates proportionate to the increased cost, 
as obtained in an ordinary business, this deficit would 
not have been with us to-day? — No. 

1317. Had the rates been increased proportionate 
to cost the traders in this country would have been 
taxed more severely on their trade accounts? — Yes. 
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1318. Inasmuch as the traders have had low rates 
out of all proportion to cost, has the Government 
benefited through the income tax? — Whether it has 
benefited income tax or benefited the ultimate con- 
sumer 1 do not know. 

1319. Has it benefited through excess profits duty? 
— That is a question I could not answer. 

1320. It would not on the pessenger traffic, any- 
way. 

1321. It is the goods traffic I have in mind. You 
remember rates remained pre-war for a long period. 

Witness-. Until January of this year. 

1322. That was a distinct advantage to traders 
and increased their profits to an enormous extent, 
or left them a larger margin of profit which came 
in for excess profits duty ; and if they paid rates 
proportionate to cost they had either to increase their 
rates or excess profits duty would come in. I am 
taking only the national point of view? — You would 
not suggest it would be wise to keep low rates in 
order to swell excess profits duty. 

1323. No, I would not say so; but it struck me 
that, if you are taking the national view, the 
£123,000,000 it has cost the Government it will cost 
the country, as mentioned just now 7 , and will have to 
be met in a Budget later, we must take into the 
account the advantages there have been. 

1324. Was the deficit large in the early part of 
the agreement. The argument, I 'understand, was 
that the rates were not raised sufficiently to meet the 
increased cost, but was there a deficit in the early 
part'? — Would you look at Table 3.* Of course, the 
spread-over of certain of the liabilities is rather 
arbitrary, but we have done it to the best of our 
ability. If you could look at the right-hand column 
of Table 3 — net Government liability — you will then 
get a line as to how it has grown ; £8,000,000 in the 
first five months, then £11,500,000, then £11,000,000. 

1325. There is a surplus? — Not in the adjusted 
column. There is a surplus in the results based on 
the published figures, but not on the other. 

1326. I beg your pardon — £6,500,000; £12,000,000; 
£48,500,000 ; £26,000,000. 

1327. The deficit then was very large even after 
the passenger rates had been raised? — Yes. 

1328. That is where wages have been very heavily 
increased? — Yes 

1329. Would it be a fact to say that the public have 
had railway facilities, and the traders in this country 
have had railway facilities, at below cost during the 
war? — Yes. 

1330. The real object was to keep down the cost 
of living? — I do not think it was that. 

1331. You cannot get behind into the minds of the 
Cabinet Ministers who decided to leave things on an 
uneconomic basis. Say the Committee suggested 
taking 1913 as the basis for maintenance, would it 
be administratively possible to apply that principle 
and go back and apply the principle from August, 
1914 ? — Clearly. 

1332. There would not be insurmountable adminis- 
trative difficulties in carrying out that principle? — 
There would be no administrative difficulties what- 
ever with regard to A and B. It would be more 
difficult with regard to the other items, but certainly 
with regard to A and B there would be no difficulty 
whatever in going back. 

1333. The accounts would be at hand ? — You 

take the period of control ns one and doal with it — 
you must take the period of control as one period, 
so that any shortage in one year they tcisld make up 
by excess in the others. You could deal with the 
period as a whole, and there would be no adminis- 
trative difficulties in giving effect to a recommenda- 
tion of that kind. 

1334. The railway companies could not raise extreme 
difficulties? — Certainly not. 

1335. This figure of £123,500 000 is arrived at on 
the interpretation of the railway agreements as the 
railway companies, you think, understand them at 
the present time? — That is so. 

1336. You want to get back to the 1913 quantum. 
Supposing you get back to the 1913 quantum and 
made up this account on that, what would be the 
figure instead of £123,000,000? — Up to the end of 1919 



it would reduce it by £13,500,000 so far as Abstracts 
A and B are concerned; how far it would reduce it 
so far as other items are concerned I am not quite 
sure. And then, of course, you would have what- 
ever you save from the first of January last to the 
August of next year. 

1337. That is not in this statement? — No, we do 
not know it. 

1338. There is still a year to be dealt with? — 
18 months. 

1339. But up to the period of 1920, what is going 
to be the difference between £123,500,000 and your 
figure? You have given us £13,000,000 and some odd 
figures? — You mean if I carried this £123,500,000 
down to August of next year'?' 

1340. No. I mean taking yoitr figure as it is up 
to August, 1920. This is a figure arrived at on a 
basis which you think the railway companies think 
they can get under their agreement? — Yes. 

1341. You want that altered to the 1913 quantum 
basis. Supposing that were done, what would be the 
figure instead of £123,500,000? — It is a mere guess, 
of course. 

1342. Yes, quite. But you say there would be no 
administrative difficulty in arriving at that?. — But 
that does not make the guess any easier. 

1343. Can you guess it within £5,000,000? — I should 
certainly say £25,000,000. 

1344. Bringing it down to £100,000,000?— Yes. 

1345. So that up to August, 1920, the possibilities 
of saving are, say, £23,500,000 and plus this year, 
whatever the difference between the two bases may be 
during 1920-21? — I hope we have got equilibrium from 
now to the end of control. 

1346. But if you allow for the excess expenditure it 
looks to be. the £40,000,000 tune again? — Yes. 

1347. Up to August, 1920, you think we might save 
£25,000,000, and from August, 1920, to 1921, another 
£15,000,000 to bring it up to the £40,000,000? — No, 

1 think 1 would rather you took my guess of the 
£23,500,000. I want to be very conservative. 

1348. But your £23,500,000 is up to August, 1920? 
— I got £13 500.000 up to the end of 1919 for two 
Abstracts. There I am on sound ground. But if you 
get beyond guessing it it is rather a slippery slope. 

1349. But it is admitted, is it not, that the rate of 
expenditure under those Abstracts has increased, and 
is tending to increase? — Yes. 

1350. Therefore it does not seein to me that to take 
that £13,500,000 and put it up in the neighbourhood 
of £40,000,000 is excessive. 

1351. I am trying to get this broad picture You 

are taking it very steep. It is £4,500,000 for 1919 at 
present prices. Now, if you put that up to, say, 
£6,000,000 for 1920, that makes your £13,500,000 
into £19,500,000. Then you have got- another half 
year, so that I really think my £23,500,000 

1352. £4,500,000 at present prices was the item for 

the last complete year .included ? — Included in 

the £13,500,000. 

1353. What I wanted to get at was this, assuming 
the best possible conditions for the Government, what 
is the total saving likely to. be ? The impression is that 
it is not likely to be more than £40,000,000. — I am 
afraid I was not interpreting it in that wide sense. 
I was trying to answer your question as to what was 
the possible saving if you limited repairs to the 1913 
quantum; but there are other features to be con- 
sidered. 

1354. The question when the work is to be per- 
formed? — Or if it is ever performed-. That -is taking 
it one step only. If you limit 'it to 1913, .then I say 
that up to the end of 1919 the value of the work is 
£13,500,000. 

1355. I want to get off the details. I thought jou 

had painted a broad picture and.gaye, us £123, 000., 000 
as being the liability .up to 1920, without abnormal 
wear and tear? — Yes. ... 

1356. So that you have £123,000,00?— Yes. - 

1357. Supposing the abnormal went right against 

the Government, you have that to add and then you 
have the year from August, 1920, to 1921 — whatever 
may arise in that? — Yes. . ■ • 

1358. Then the claim for abnormal expenditure. -has 
been shadowed as £40,000,000. That is £163,000,000. 
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Then if you try and take any figure for 1920-21, any 
sort of basis, it looks as if you would be nearing 
£200,000,000 as being the gross possible liability, if 
all the agreements go against the Government. What 
I wanted to get at was this : If they go the other way 
and you get tile most favourable construction on the 
agreements what will the figure be? — I do not 
think I could commit myself to an estimate of that 

1359. To go back to Table 3* — the Government 
guarantee. I see, “ Balance of ‘ Revenue Earned ’ 
over expenditure, 1919, nothing ” ? — That is so. 

1360. In other words, there was no revenue in that 
year for the Government in running the railways? — 
No. 

1361. Then in 1920 there was a debit balance of 
£26,000,000 ?— Yes. 

1362. The difference between the revenue and the 
guarantee ? — Yes. 

1363. Total for the two years, £74,000,000? — That 
is right. 

1364. £37,000,000 a year — the average during the 
whole five-year period being £20,000,000? — It is a 
six-year period, is it not? 

1365. Five whole years? — It is six complete years; 
you go from August to August. 

1366. Very well. The deficit really — the major 
portion of it at any rate — is during the last 20 
months? — Yes, quite so. 

1367. With goods rates raised since January 1st, 
1920? — No, January 15th, 1920. 

1368. Had costs not increased at all it would have 
been a very profitable bargain for the Government, 
would it not? 

1369. Must we have this discussion now? 

1370. The figures depend so much on the question of 
costs that it does not seem to lead us anywhere of 
great value in ascertaining accurately what the 
money value of handling these railways actually was? 
— (Witness) : No. It is an indication of the money 
Parliament will have to find if these agreements are 
interpreted as the companies now claim. 

(The Committee deliberated.) 

1371. Witness : You will remember that when we 
left the detailed discussion of the formula yesterday, 
I was dealing with points of difficulty which had 
arisen on the interpretation of the formula. I have 
a number of points of detail, but I think I probably 
could omit one or two of those and come to the more 
important points. If necessary, I can go back to the 
others. I would like for a short time to> deal with 
item ( g ) of the draft formulat which I put in yester- 
day — that is “ Additional Expenditure for Abnormal 
Wear and Tear.” Under section 4 (/) of the Yellow 
Book a company is entitled to deduct from expendi- 
ture in respect of permanent way or rolling stock, 
any amount included in the expenditure represent- 
ing costs incurred as a result of abnormal 
wear and tear made good during control period. 
Each company making such deductions is required 
to produce sufficient evidence to satisfy the Govern- 
ment auditor that the abnormal wear and tear .so 
deducted has taken place, and that the expenditure 
has been incurred during the control period in 
making the same good. I differentiate very materially 
between abnormal wear and tear made good during 
control, and abnormal wear and tear not made good 
during control. 

There is also another definition of abnormal wear 
and tear. One is what I would describe as arising 
in control, but not attributable to control in any way, 
for example, that caused by floods or storms. Then 
there is abnormal wear and tear arising in, and 
directly attributable to, control. We are firmly of 
opinion that only the second category should fall 
as any possible charge against the Government. A 
number of claims formulated under the former cate- 
gory have been put forward but disallowed, some of 
the claims amounting to £40,000 or £50,000. 

I think there are three essential proofs required 
in any claim for abnormal wear and tear: (1) That 
there has been abnormal wear and tear of permanent 
way or rolling-stock ; (2) that the 1913 expenditure 
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with which comparison is made is normal ; (3) that the 
amount claimecTYepresents the cost of mailing good 
the abnormal wear and tear, and excludes any main- 
tenance expenditure otherwise necessary, and, of 
course, any element of betterment. 

Under (1), that is, that there has been abnormal 
wear and tear, it is considered that the mere fact of 
abnormal wear and tear in one year of control, or in 
respect of one class of plant, does not justify a claim ; 
for example, double user of wagons in one year com- 
pared with 1913, entailing, say, 10 per cent, more 
maintenance, does not justify a deduction of the 
amount of 10 per cent, if there was subnormal use of 
carriages or locomotives, or if in control as a whole 
there was no abnormal wear and tear of the company’s 
rolling-stock as a whole. Under (2), that is, that the 
1913 expenditure with which comparison is made is 
normal, I consider that the onus must rest on the 
company concerned to establish, not that there was 
greater use made of plant than in 1913, but that 
the use made of such plant in control in fact entailed 
heavier maintenance than the 1913 rate of expendi- 
ture could provide for. No. (3) is entirely a question 
of fact. A company may establish (1) that there has 
been abnormal wear and tear, and it may be estab- 
lished (2) that the 1913 expenditure was normal, and 
that, owing to increased engine mileage, certain ot 
their locomotives required renewal in 1920 instead of 
1924, and that all other rolling-stock allowances are 
fully required. It will be necessary to exclude from 
the expenditure on such premature renewals all the 
cost of any betterment in type, capacity, etc., and 
also the value of the saving in renewals in 1924. 
ignoring again questions of betterment, interest and 
scrap. The payment to which in the circumstances 
the company is entitled would appear to be the cost 
of the particular renewal in 1920, minus the value 
of any such particular locomotives in 1924. 

I should like, if it is not taking up too much time, 
to give a case where a considerable claim was paid 
some time ago which might be interpreted as abnormal 
wear and tear. It is a very important case. I can 
mention this by name, because the Minister referred 
to it in the House on one occasion. I am referring 
now to the landslip between Folkestone and Dover on 
the South-Eastern and Chatham Line. The South- 
Eastern Managing Committee stated that their prac- 
tice had been to deal with slips in the ordinary main- 
tenance of the line ; but that they had had no slip of 
this magnitude, and wished to come to a definite 
understanding that they were entitled to place the 
necessary provision as am item on the maintenance 
expenditure. They . claimed that if they had not been 
controlled their receipts during 1915 (that is war 
receipts) would have been so much inflated by 
war-traffic that they could have made ade- 
quate provision for the restoration of the line 
without affecting the dividends of the shareholders. 
Sir William Plender, who was the Government 
Auditor responsible for the railway, suggested in 
a report, dated 17th April, 1916, that if it was decided 
to liquidate the expenditure by charges to revenue 
over a period of years, the Government should con- 
sider an annual ex gratia allowance on the basis 
of a five-year period, commencing in 1916, and pro- 
portionately during the remainder of control, and 
that it would not seem necessary to make any actual 
payment — I would like you to marlv these words — 
“ until expenditure is incurred.” This the South 
Eastern Managing Committe would not accept, and 
after further discussion between the Board of Trade, 
Sir Herbert Walker, and the Treasury it was 
eventually agreed that the estimated cost of the re- 
instatement of the line should be charged against the 
Government and be spread over the three years 1915, 
1916, and 1917. The total estimated cost was 
£310,288, and this has been paid in full. It is 
understood the whole work is not even yet complete, 
but the line was reopened for traffic in 1919. The 
expenditure on the slip, for which the Government 
control was not in any way responsible, has been 
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dealt with as a special item and not charged to main- 
tenance expenditure, and the Committee’s claim to 
their ordinary maintenance expenditure on the basis 
of 1913 was not affected. They can still claim to make 
good at Government expense and at current prices 
any arrears on the 1913 maintenance standard. I am 
not quite sure, but I do not think that even an 
allowance was made for the length of line in the 
ordinary maintenance figure. 

This is an item which has already been paid in full, 
and I have no hesitation in saying that with the 
present experience of the working of the agreement, 
it is an item which would not now be approved. The 
contention of the Managing Committee that it was 
their practice to deal with slips in the ordinary 
maintenance of the line is not one which is sub- 
stantiated by the facts. They had had no slip of this 
magnitude, but a work which can, in my opinion, be 
compared with the slip was the disaster which occurred 
to the roof of Charing Cross Station. In that case 
a sum of £65,000 was charged to a reserve fund of 
the South Eastern and Chatham Railway, and not 
as ordinary working expenses. In the same locality 
as the one now under consideration, slips were also 
charged in the same way to a reserve fund. The 
fund is one which has largely been built up out of 
premiums on capital issue. 

1372. How was that fact known to you? By in- 

vestigation and examination. The outstanding 
feature of the whole negotiation is, I am sorry to 
say, a somewhat unpleasant one. At the time of this 
slip considerable negotiations had taken place between 
the Government and the railway companies with 
regard to the issue of instructions — the Pink Book— 
which contained provisions agreed to as fair by every 
company in the country with the exception of the 
South Eastern and Chatham Managing Committee. 
Naturally the Executive Committee was anxious to 
get complete acceptance of these provisions, and the 
Government also wished to have them introduced so 
that the accounts of the companies could be dealt with 
in accordance with these agreed provisions. The 
provisions were largely concessions to the companies, 
embodying such items as interest on capital and re- 
placement of stores, and I should like you to note 
that it is expressly stipulated in a semi-official letter 
from the Treasury of May 24, 1916, that the South 
Eastern and Chatham Managing Committee should 
agree to come into the general revision of the railway 
agreement then under discussion on the settlement of 
this claim. There was no relation whatever between 
Ihe claim and the provisions of this particular 
revision of the railway agreement. 

1373. On the a'ctual fact of that, may I ask was it 
ever contended that the slip had anything to do with 
the abnormal traffic in that area? — No. 

1374. - It was due to physical causes? — Slips in that 
locality had occurred at more or less regular intervals 
since the line was made. 

1375. According to your statement, the companv 
took up a peculiar attitude. I wanted to find out 
whether that was due to the very heavy weight of 
traffic which undoubtedly went over that area during 
the war? — The traffic went over the South Eastern 
and Chatham line, but I doubt whether there was any 
extra traffic over that portion of the line where the 
slip occurred. 

1376. So long as the whole repair was carried out 
within the period of control, should it not be required 
that the Government should pay for it, as they are 
paying for the coal strike? — No; I should differ en- 
tirely. I should put it in the same category as the 
dock we were discussing yesterday. These slips had 
been met on previous occasions from special fun,ds. 

1377. Have you any evidence as to whether such 
special funds had been reinforced during the standard 
year? — None whatever. 

1378. You do not know whether any money had beer, 
placed to those funds in the standard year? — It is a 
below-the-line fund as a rule. 

1379. That might have been done in other com- 
panies?. — Undoubtedly. If provision were made in 



1913, that provision was repeated during each year 
of control. 

1380. The point, I suppose, is that if this was 
charged against a fund, it does not affect the net 
aggregate receipts? — That is so. 

1381. There is a great distinction, is there not, 
between cases of this sort where the whole repair 
is completed within control, and those cases of which 
the cost is carried forward to subsequent years? — Yes; 
but it is only a difference in degree 

1382. It is a difference surely, because had they not 
been controlled the expense would have had to be 
found out of some funds of the company during the 
period of actual repair? — Yes. 

1383. And if it was bona fide repair in the period, 
it would seem appropriate that the Government should 
pay for it, but not if it was extended beyond. 

1384. Surely the Government are paying for it three 
times. First it was put down as a repairs payment — 
a special payment; secondly, there was the contribu- 
tion to the fund to which it should have been charged ; 
and thirdly, I gather that the length of line which 
was out of use for some years was never eliminated 
from the amount on which the company were earning. 
It seems to me that under those circumstances the 
Government were practically paying three times? — • 
There was no fund to which we were paying for this 
purpose. It was a below-the-line fund, out of which 
they had previously met disasters of this kind. 

1385. Very well then, it is twioe? — Yes. 

1386. But according to precedent they still ought 
to have gone to below-the-line to meet this? — Exactly ; 
that is my contention. In any case I could find no 
justification for paying the money before it was spent. 
We have been doing a lot of that during this agree- 
ment. I shall deal with that here this afternoon. 

1387. They have had slips before, have they not? — 
They have had them at more or less regular intervals. 

1388. How were they paid for? — Out of funds pro- 
vided below-the-line. 

1389. As reserves? — As reserves. 

1390. How much was taken for this from those re- 
serves? — Nothing. The whole expense of reinstate- 
ment was paid for by the Government. 

1391. They did not follow their usual practice? — 
They did not follow their usual practice. 

1392. Is this in dispute with them now? — The 
money has been paid some years; but the company 
will be claiming arrears of maintenance, and I hope 
that we shall be able to use this as a reducing factor, 
and that it has some value even yet. 

A provision is made that where abnormal wear 
and tear has not been made good, separate claims 
must be submitted at the end of control indepen- 
dently of arrears claims. I have commented several 
times on the absence of reciprocity in these agree- 
ments, and abnormal w'ear and tear is another illus- 
tration. The companies are amply safeguarded in 
all cases where abnormal wear and tear has taken 
place; but in my opinion there must be many cases 
where the provision for maintenance in 1913 was more 
than sufficient to maintain adequately the works and 
plant, having regard to the traffic conditions which 
obtained during a considerable portion of the period 
of control. In these cases there is no provision that 
the formula would operate in favour of the Govern- 
ment, that is, abnormal wear and tear is paid for, 
subnormal wear and tear gives no relief to the 
Government. 

I will now deal briefly with the percentage deduc- 
tion which was made to reduce to 1913 cost. That 
was dealt with several times in the formula. The 
increase in the average rate of wages in the control 
period as compared with 1913 in each Abstract is 
ascertained and expressed as a percentage of current 
rates of wages. This percentage deducted from the 
amount of wages charged to the Abstract during con- 
trol gives the wages cost at 1913 rates. In order to 
arrive at the 1913 cost of materials, a similar method 
is applied to a variety of articles, representing in 
the aggregate 80 per cent, or more of the gross 
materials (properly weighted according to user) 
mainly charegable in each Abstract. 

1393. Is that weighting agreed to? — The weighting 
is approved. 
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1394. By tlie otlier railways? — The weighting is 
suggested by the railway and approved on behalf of 
the Government. 

1395. Lately approved, do you mean? — Each year. 

1396. But who approved the weighting? Was it 
simply the one official? — The Government auditor 
approved the weighting prior to the formation of the 
Ministry of Transport. The technical officers of the 
Ministry are advising as to the weighting in 1919. 

1397. And from your point of view no question 
arises with regard to the weighting ; that is, as to its 
legitimacy? — I am not suggesting anything of that 
kind. 

1398. What was the technical advice? — Sir Albert 
Wyon investigated the actual proportions of materials 
used on certain classes of work by a few^ companies, 
and arrived in that way at what was a fair weighting 
to apply to these costing figures. 

1399. And in that process I presume he had the 
assistance of the technical experts? — He had the 
assistance of the technical experts of the railway com- 
panies; he would not have outside technical assis- 
tance. 

1400. He would not have independent assistance?— 
No; but I am not suggesting anything unfair with 
regard to the weighting. I am merely giying that as 
am illustration as to how we arrived at this particular 
step in the formula. 

1401. There is a reference to that in the formula, 
is there not? — Yes; in the Yellow Book, at page 61. 
This method is adopted for each year of control and 
yives a corresponding increase in the cost of materials 
at 1913 rates. The difference between the actual and 
1913 rates of wages and prices of materials combined 
is then ascertained and expressed as a percentage of 
actual cost of wages and materials, and this percent- 
age is applied to the whole of the expenditure, which 
it should be noted includes, in addition to wages and 
materials, items such as salaries, contractors accounts, 
payment for maintenance by other parties, credits for 
scrap, and so forth. 

1402. Is scrap credited? — Not always. That is one 
of my complaints. When it is credited it is included, 
but it is not always credited. 

There is in the operation of these instructions an 
anomaly which should be mentioned. The increased 
cost percentage which is applied to the net charge for 
materials in reducing the cost down to 1913 basis, is 
calculated on the gross debit for materials issued. 
It is well known that in addition to there being a 
steady rising increase in the price of new material, 
there was concurrently a similar rise, and in some 
cases an even greater rise, in the price of old material. 
Tt must be remembered that so far as new mateiia 
was concerned, the railway companies possessed con- 
siderable stocks and had also, for the more important 
articles, considerable contracts placed for future de- 
liveries. The effect- of the rise in prices was therefore 
not fully reflected in the cost in the issue prices 
during the ea'rlier years of control. I should like to 
illustrate the point I have in mind, which shows that 
it v'as possible to have a very much lower increase in 
the net cost of the work than iin the gross cost 
ascertained. The figures are purely hypothetical, but 
are by no means extreme. Take 1,000 tons of rails 
charged out. The 1913 cost is £6,000 ; 1915 cost £8,000, 
the increase being £2,000, or 25 per cent, of the 1915 
cost. If net cost had been taken, the position might 
be : 1,000 tons of rails charged out — the same figures 
again— £6,000 and £8,000. 900 tons of rail recovered, 

£2,250 and £4,000, leaving £3,750 and £4,000, or only 
an- increase of £250, which is 6] per cent, of the 1915 
cost. So that by ignoring this recovery value, the 
percentage to be applied is 25 in reducing to 1913 cost 
instead of 6J. In any year in which the ratio of in- 
crease in gross cost is greater than the ratio of 
increase in net cost, the Government would be preju- 
diced by 7 the operation of the formula. 

.1403.' Would that mean anything more than the 
interest on the money paid at that time, because at 
the end of the period of control you have got to make 
stocks good physically? — I do not see how that is going 
to affect the question of stock. 



1404. You are dealing with the point, are you not, 
that the issue at a given time was often of old stock ? 

• — Quite. 

1405. Bought at a lower rate? — The point I was 
making was the reduction, say 7 , from 1915 cost to 
1913 cost. That reduction applied to all kinds of 
items — salaries, wages, and various other things. If 
it is too much, owing, for example, to the non-in- 
clusion of recovered material, you are saying that they 
have really performed less work compared with 1913 
than they have, thus inflating the arrears of main- 
tenance claim. 

1406. You do not mean they did not give credit for 
it? — We get the credit for the scrap in the proper 
way, but we did not get the benefit of the credit in 
weighting the average prices so as to see what work 
had been performed. By making the figures of the 
increase too high, y 7 ou automatically reduce the 
maintenance as compared with 1913, and inflate the 
arrears of maintenance claim. 

1407. Your point is. that in 1916 y 7 ou were using 
material, we will say, bought in 1915, and y 7 ou were 
reducing it to 1913 rates on the 1916 basis instead 
of on the 1915 basis. Is that what you mean? — No. 
If you did not give credit for the recovered material, 
y 7 ou had unduly inflated the percentage increase of 
cost of 1915 over 1913. The average of those per- 
centages is applied to the whole bill, and. therefore by 
so much as that was too great you reduce the value 
of work at 1913 rates. 

1408. Put it into figures. Take 1,000 as your 
basis? — You take £1,000 of work, and you reduce 
that by 25 per cent, if you like. 

1409. Why 7 reduce it? — To bring it down to 1913 

prices. That gives you £750. Assuming that the 
expenditure in the base y 7 ear was £1,200 ; y 7 ou have 
to deduct the £750 from the £1,200. You have then 
an arrears of maintenance claim of £450. If, instead 
of reducing that by 25 per cent, by taking into 
account recovered value and so on, you only 7 have to 
reduce it by 7 a lesser amount 

1410. You have your £1,000. You are going to 
take something into account; that is the recovered 
value? — Yes. 

1411. That will be a deduction before you reduce 

your percentage? — No. The recovered value reduces 
my 7 percentage. I take a percentage of 25 which had 
ignored the increased value of recovered material. 
Having taken into account the increased value of re- 
covered material 

1412. That is over a whole series of items, and not 
on that particular item? — That is so — instead of 
25 per cent, it is 10 per cent. Therefore, you reduce 
the £1,000 by £100, making £900. Putting that in 
relation to the £1,200, that is your standard figure, 
and deducting your £900 you get £300 instead of 
£450 or only 66 per cent, of the first figure. 

1413. But is not this just an accounting point to 
be debated out? Is this really contested? Does it 
involve principle? — It is not just a case of a man 
coming to you and saying, I think I ought to get 
so and so.” You find out he has done it when you 
examine the matter. 

1414. Is this the result of your investigation?— 
Certainly. There are cases and cases of it. 

1415. Do I understand that you investigate accounts 
in which this has been done? Have those accounts 
been already agreed? — The accounts I have investi- 
gated have not been agreed ; but accounts of a 
similar kind have been agreed for previous years. 

1416. Your argument is that these things can be 
adjusted, because you are actually investigating 
them? — I can adjust them for that year. 

1417. But your argument is that they have not 
been adjusted for previous years? — I beg your par- 
don; Mr. Wood points out to me that the companies 
have covered themselves on page 71. You generally 
find that is so. If you look at “ Materials ” on 
page 71 (it is the Heliotrope Book), item (1) (a) says, 
“ In determining the minimum of 80 per cent, (in 
value ) referred to in the Instructions , the gross debit 
for the materials issued and used, at the actual issue 
prices, — i.e., before ta king credit for scrap materials 
returned , — should be adopted a.s the basis for the 
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total value of the materials mainly charged under the 
headings and so on. 

1418. So that here we have got an actual case 
in which there are two alternative methods, one of 
which is to the advantage of the Government, and 
one to the advantage of the company, and the one 
which is to the advantage of the company has been 
taken and issued as an instruction? — Yes. 

1419. This has been considered and its purport 
understood and provided for? — Yes. 

I have already referred to the fact that the en- 
hanced cost of maintenance performed has been 
borne by the Government, and that the companies 
are getting, on account of work not yet carried out, 
115 per cent, based on what was regarded as 1913 
prices. This leads to the further consideration of 
the whole question of the money which has been 
provided and paid by the Government to meet tho 
cost of work not yet carried out. These sums have 
totalled to some £40,000,000, but the interest accruing 
on these sums has not, under the agreements, been 
funded so as to reduce the ultimate liability of the 
Government. In accordance with the practice of the 
companies, interest of this character is dealt 
with under the heading of General Interest, 
which you will remember is a below-the-line 
item. This interest accumulated during control must 
represent a considerable sum of money. In 
considering the various problems one is constantly 
brought up against the fact that if the provision 
made in 1913 is more than sufficient properly to main- 
tain the undertaking in the circumstances which 
existed during the period of control, the company 
will have been placed in an extremely favourable 
position. Take, for example, a case where the pro- 
vision in 1913 is more than sufficient to maintain the 
undertaking by, let us say, £100,000 a year in terms 
of 1913 prices. The company will then have set aside 
a sum of £700,000 during the seven years of control 
at 1913 prices, and as prices may be said to be still 
rising they will receive in the end, say, £2,100,000. 
It may be argued that if the expenditure was unduly 
swollen in 1913 the company has suffered owing to 
the depletion of its net receipts in the standard year ; 
but let us examine that statement. If the working 
expenses or the provision to meet renewals had been 
£100,000 less in 1913, the company would have 
received during control £100,000 additional net 
receipts each year, making a total of £700,000; but 
as the matter was dealt with in the way it was, the 
company in fact will receive £2,100,000 or 
£1,400,000 more than if the swollen provision for 
maintenance had not been made. 

1420. Does that amount to this, that 1913 being a 
peak year, and it being the habit of companies to put 
by more money in a peak year than in a bad year, 
you have in effect got seven peak years and you are 
seeking not to draw against those seven peak years in 
the way you would do if some of them had been years 
of depression? — It is not only seven peak years, but it 
is seven peak years on these items multiplied by 
three. They form the arrears which have to be made 
good. 

1421. Multiplied by three simply for increase of 
cost? — Yes, for increase of cost. The amount held 
by the companies is not definitely known for a recent 
date, but £40,000,000 is a near enough figure in 
respect of permanent way and rolling stock. In 
addition, the companies have received sums repre- 
senting depreciation on other works, such as stations 
and bridges. Of the £40,000,000 about one-half is 
provided through the net receipts claim in respect of 
renewals, and one-half in respect of arrears of main- 
tenance after deducting renewal provisions. 

1422. They have been paid for them? — Yes. 

1423. And the money not used? — The money has 
not been used, and the interest has accrued to the 
advantage of the companies. 

1424. Not to reduce the Government’s liability? — 
Not to reduce the Government’s liability at all. The 
question has been raised, and the companies contend 



they are entitled to this money and entitled to use 
the interest as they think fit. I will give you in one 
moment the argument they have put forward. 

1425. There is a set-off, is there not?— It is only 
an arguable set-off, I would submit. I cannot calcu- 
late without a tremendous amount of work exactly 
tlie interest that has accrued. 

1426. That makes no difference to the principle? — 
No. It is between £4,000,000 and £5,000,000 to my 
mind. 

1427. Of interest? — Of interest. It may be that 
certain items can be set off against this very 
advantageous arrangement. The value of the stock 
of stores held by the companies has undoubtedly 
increased, but the Government, I venture to submit, 
took possession of the undertakings, and the com- 
panies were under the necessity in normal times of 
maintaining a stock of stores as well as the necessary 
cash to provide working capital, and that obligation 
continued during the period of possession. In the 
case of one company, the reserves for depreciation 
have increased by about £7,000,000 since 1913, of 
which £6,000,000 has accumulated under these pro- 
visions, and it has credited General Interest in 1919 
accounts with nearly half a million of money as 
compared with just over £100,000 in 1913. 

1428. Credited the General Depreciation Fund? — 
No, the General Interest Account, which is below-the- 
line. 

1429. They had not credited the Depreciation 
Account with it? — No. 

1430. Is it not possible for the railway companies 
to argue that their net revenue based on 1913 had con- 
sideration only to, say, £10,000,000 working capital 
for stores ; that now they are still getting 1913 net 
revenue, but it is necessary for them to carry 
£20,000,000 of stores? — Yes, they might argue thar, 
but I should venture to put a very definite proposal 
as a counter to that. When the agreement was 
entered into arrears of maintenance were to be paid 
at the end of control. They have been paid month 
by month, and they have accumulated these vast sums 
— a far greater consideration than any increased value 
of stores. And be it remembered that these monthly 
payments were made before anyone knew there was 
going to be any increased value of stores. 

1431. That does not affect the principle which the 
railway companies contend. It may be right, or it 
may be wrong? — Do you mean as to the value of 
stores ? 

1432. Yes. It seems to me that the argument put 
up by the railway companies is very strong — that they 
need a larger quantity of stores to carry on their 
business than they did in 1913. — (Witness') : The total 
increase would be something in the nature of 
£13,000,000 or £14,000,000. They have used some of 
their funds to buy stores with. 

1433. If they have used some of their funds to buy 
stores with they would have lost interest on these 
funds. 

1434. They have used the maintenance fund, so that 
there is an argument for the railway? — I would not 
like the real consideration of the case to be obscured 
by putting figures in relation. The increase in the 
value of stores for the 14 large companies, which Is 
practically 90 odd per cent, of them went from 
£13,376,000 at December 31, 1913, to £26,263,000 
at December 31, 1919, or an increase of £12,800,000. 
We have paid them over £40,000,000, as I have said 

1435. Should not the interest on that money be a 
figure above-the-line ? — Under the instructions General 
Interest is a below-the-line item, and, in accordance 
with their practice, interest on investments is credited 
as General Interest. 

1436. But it is hardly interest on investments; it 
is a justifiable charge in the management of their 
business through the increased cost of materials? — I 
am afraid I misunderstood your question. I was 
thinking of interest on the money they had invested. 
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1437. They have invested £13,000,000 in stores? — 
Yes. 

1438. Is the interest on that a charge above-the- 
line or below-the-li no? — There is no interest charged 
at all. It reduces their inoome under General 
Interest. 

1439. The interest on the extra money laid out in 
stores would be about £500,000. Is that above-the- 
line or below-the-line? It is a justifiable expenditure 
in managing their business, is it not? — Certainly; 
but there is no item shown as interest on money out 
in stores. What it in effect does is to reduce the 
amount as a credit to General Interest. 

1440. On the larger question, by what right do the 
companies put this particular interest — interest, on 
money paid over by the Government — below-the-line. 
Because it was their habit to put the interest on in- 
vestments below-the-line before, what right have they 
to treat this money, which is money to keep them up 
to the 1913 standard, as an investment and to put it 
below-the-line?— I am afraid I cannot answer that. 

1441. What would you say? — I say the interest 
should have been funded to reduce the ultimate lia- 
bility of the Government. 

1442. If this money had been paid over to the rail- 
way company to carry out repairs which are necessary, 
and those repairs are delayed, the cost is increasing 
da'ily. “ A stitch in time ” has been mentioned more 
than once. The longer you delay a necessary repair, 
the more it costs. So we have relative to the repair 
the increased cost owing to delay ; but, on the other 
hand, we have an increase of interest owing to the 
delay? — Quite. 

1443. And it is only reasonable that the credit of 
the interest should go against the debit of increased 
repairs to bring it into line. It is not fair to say 
that this money is waiting there, and that we will 
take the interest and put it in our pocket. The re- 
pair is waiting. The Government will have to pay. 

I think the increased credit should come in against 
the loss of time on the other side. I am speaking 
now of principle and fairness? — I should go further 
if I might make a suggestion. I really think the 
time has arrived when we ought to be able to recon- 
sider and suspend any further monthly payments on 
account in respect of arrears of maintenance. I think 
the companies should now spend the whole of the 
money they have in hand for repairs hefoie asking 
the Government to find more money for that self- 
same purpose. 

1444 . They do not contend they are not to do that, 
do they? — Yes. 

1445. On what grounds ?— They say, “We are en- 
titled to our payments monthly on account, and 15 
per cent, over 1913 prices in addition. No .matter 
whether We are spending it or not, we are entitled to 
this money.” They take that line very strongly. In 
these documents they plead that, 

1446. You mean that while they have this money in 
hand they should not receive anything further ?— Yes. 
They are still receiving this money month by month. 

1447. They could divide that money as dividend, I 
suppose ?— Y es ; a small company has been known to do 
it. The trend of these agreements has resulted in a 
very substantial increase of the true compensation. 
I think it is only equitable that interest on money 
so held should be devoted to the reduction of the 
Government’s ultimate liability, and not enure to the 
benefit of the shareholders. 

1448. You were speaking about stores. Have you 
exhausted the subject of stores? — No, I am coming to 
that now; it arose on a side issue before. I propose 
now to take the Pink Book at page 89. This docu- 
ment relates to six main items, but I think it will 
only be necessary to refer in any detail to the first 
two. I will, however, enumerate the six items, which 
are: Capital Expenditure; Stores; Allowances to de- 
pendants of men serving with His Majesty’s Forces; 
Damage to railway property by bombardment or hos- 
tile aircraft; Charges for services rendered to the 
Government, and Adjustment of accounts. The two 
important questions are the capital expendituie and 
the stores. 



I have already referred in general terms to the 
arrangements with regard to interest on new capital. 
The arrangements provide that interest at the rate 
of 4 per cent, per annum shall be paid to the com- 
panies upon sums expended upon works (including 
land) rolling-stock, plant, and mineral support brought 
into use since December 31st, 1912, which are charge- 
able, and have been charged, to capital. Where works 
were brought into use in 1913, the period in a control 
year for which interest is allowable is the period in 
which the work was not in use in 1913. Payment was 
to be made in three equal instalments, totalling 85 per 
cent, of the claims in the year concerned, and the 
balance when the claim is agreed. The intention of 
this arrangement was to compensate the companies 
by a round percentage for the assumed revenue 
earning value of works not represented, or not fully 
represented, in the basic year. Even though a par- 
ticular work earned more than 4 per cent, on outlay, 
the liability was settled at 4 per cent., and on the 
other hand works which earned less or made a loss 
were also paid for on the 4 per cent, basis. 

1449. Or not productive at all? — No; or made a' loss. 
Not productive comes a little later. The arrangement 
was of a give and take nature, but generally new rail- 
way works do not become fully revenue earning for 
some time after completion. 

The arrangement was not reciprocal, as provision 
was not made for payment by a company for works 
displaced and not replaced. For example, a company 
sold its steamers in 1919 and did not replace them. 
The Government, however, receive no credit for inter- 
est thereon, although the assets were employed in 1913. 
Another company sold a number of wagons and 
credited the proceeds to capital in 1915 and 1916. In 
the first place the company purchased wagons on 
capital account and was allowed interest on tne capi- 
tal value of those wa'gons. At a later date certain 
wagons were scrapped, but the Government got no 
reduction in the claim for interest on capital in 
respect of those wagons. The utmost concession we 
are able to get was “ Well, if at a later date we are 
able to build wagons to replace the other wagons, 
then you shall get consideration. We will not ask 
for interest on that extra capital.” 

1450. So that if they always took care to replace 

things before they scrapped them, they would be con- 
tinually piling up capital without any reduction what- 
ever?— That is so. I should like to give you the 
definition of capital. It is defined to mean : Sums 
charged to capital; it includes expenditure on leased 
and worked lines ; it includes capitalised value of rent 
charges or feu duty ; works in connection with the first 
seven items of accqunt No. 8 ; to be irrespective of 
the date of expenditure, and to be reduced by cost of 
works replaced: I would like you to notice the word 

“ replaced.” It does not say to be reduced by cost 
of works displaced. 

1451. But it contemplated that the interpretation 

of these documents is going to be submitted to the 
Railway and Canal Commissioners. Do you think 
that the Railway and Canal Commissioners would be 
attracted by that construction of these words — that 
to make the replacement before the wagon was thrown 
out of use would be new capital, whereas to replace it 
after it was thrown out of use would be a 
replacement? Do you think that could be suc- 
cessfully contended by the railway company 
before the Commission? — (Witness ) : I do non 

think it could. But I do not think the Railway and 
Canal Commission could help themselves. The 
greatest weakness in this is that there is no credit 
to the Government except on capital replaced. 
There is nothing to prevent their selling large blocks 
of wagons if they thought fit, and using the interest 
on the money. I do not say they would do it; but 
works have been sold and we are paying interest on 
new capital, and there has been a gradual frittering 
away of the capital assets which formed the basis of 
the bargain in 1913. 

1452. Where hotels were commandeered for 
Government purposes, 1 take it that compensation 
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was allowed by another Government department. 

Would not that compensation come in as a set-off? 

Certainly; if there was any allowed. Probably there 
would not be much allowed; but if any were allowed 
it would come in in the hotel account. It is above- 
tlie-line. 

1453. It would come in as a set off on the capital 
account? — No; it is not capital. It is rent for the 
use of hotel. They have not sold it. 

1454. How far do you press the statement that the 

companies have realised certain of their assets? In 

what way do you mean 1 ‘ how far ’ ’ ? 

1455. You mentioned just now that there was noth- 
ing to prevent a company realising their assets. 
How far do you press that? — 1 say they have been 
realised in several directions. 

1456. And to some considerable extent? — Yes, cer- 
tainly. The Admiralty alone have paid £2,000,000 
for lost ships that have not been replaced. 

1457. And the railways have the money? — Yes. 

1458. And that would be £2,000,000 replacement 
value? — It was based on the tender prices at the time 
the ships were lost. 

1459. But the prices were high? — Yes, certainly. 

1460. The money was not based on the amount at 
which the ships stood in the books of the company? — 
Allowance had to be made for depreciation of the 
ships. 

1461. Supposing they bought the ships next year 
for £4,000,000, how would they deal with that? — 
They would have had to bear the loss. As a matter 
of fact, the companies are seeking to claim the 
additional cost, if any, over the compensation they 
got from the Admiralty. There lias been nothing 
left to chance. I could give you another illustration 
— an actual case. During the demand for railway 
material in France, a certain line in the south of 
England — it was a short distance, but several miles — 
was taken up. That line was then abandoned, and 
they accepted compensation from the War Office in full 
for that line. The interest on that money went into 
their own investments. The net receipts on whicli 
their claim is based were not reduced at all. Further- 
more, the mileage of line on which their maintenance 
charges are based is not reduced because they took 
up that line and sent it to France. 

1462. What was the compensation based on? — On 
the basis of so many tons of rails. 

1463. I want to draw attention to a clause in Docu- 
ment 71, page 89, on the question of the authority of 
the Government. Would not this clause, which 
specifically gives the Government accountants 
authority to deal with this particular matter, limit 
them to it? 

1464. It is only on the calculation of interest. 

1465. I agree. But here you have a case where 
under the Instruction they have got authority for 
a specific thing; and it might be urged 'chat where 
they had not got it they had no authority? — 
(Witness) : Yes. 

1466. It goes further, because this is an agree- 
ment between the Govfernment and the Railway 
Executive Committee, and it puts the Railway 
Executive Committee as bargaining with the Govern- 
ment. 

1467. If, again, we imagine that this matter was 
being dealt with by the Railway and Canal Commis- 
sioners, would it not be conceivable that the Com- 
missioners would take the view that the £2,000,000 
received for those ships still remained ships and 
ought to be credited to Ship Account and not put 
under the General Interest heading? Would that 
be a possible view that they might take? — ( Witness ) : 
Frankly, I do not think so. 

1468. Would it not depend on the amount of com- 
pensation paid? If they accepted compensation, they 
would take everything into account, including loss 
^.f profit? — There was no loss of profit to them. It was 
a replacement to them. 

1469. Were the ships not making a profit? — It was 
a profit to the Government, if anything. To snow 
you how some of the companies have pressed this 
capital provision, one company has claimed interest 
on the cost — £37,600 — of locomotives purchased from 



a German firm before the outbreak of war, and the 
locomotives are not yet paid for. The liability has 
not been charged to capital account by the railway 
company, and I have naturally declined to have 
anything to do with interest on capital when the 
money has not even been paid. 

1470. Does the interest on the £2,000,000 received 
for the ships go into the Government account or 
below-the-line ? — It does not go into the Government 
account. I do not know where they put it. It, 
does not come into our account above-the-line. 

1471. Are you responsible for the profit on capital? 
— -We are. 

1472. I do not understand that at all. I should 
have thought the interest would have come into the 
Government account. It should do so, to balance? — 
Irrespective of the date of expenditure, if in 190U 
the necessary land was specifically purchased for a 
station and the actual structure was built in 1914 
and opened, we will say, on January 1, 1915, under 
the 4 per cent, arrangement which I am now describ- 
ing interest is payable on the cost of the land as 
from the time it was brought into use — from January 
1, 1915, and not earlier. My accountant draws my 
attention to a case. It is a line in the vicinity of 
London which was opened in a formal way two or 
three years ago, and interest has been allowed on 
that expenditure since that date. In fact, as a real 
working proposition, it was opened a few weeks ago. 

1473. AVas that by one of the great companies? — 
They would consider themselves a great company. 

1474. One of the fourteen? — Easily one of the 
fourteen. 

Paragraph 2 of the Pink Book provides for interest 
to be allowed upon the cost of a section of a work 
where a portion of it is brought into use neioro the 
whole. This involves a very difficult question. To 
apply it to a new station, where at the moment 
the allocation of cost to the various sections is 
in dispute. There is ail approach road serving the 
station. The approach road generally was brought 
into use when the first few platforms were opened, 
that is, prior to control. Now' the company contend 
that this road, which was fully made and fully 
maintained, was only partially in use until all the 
platforms were opened for traffic. If the company’s 
contention is upheld, they will get interest on a 
portion of the cost of a very expensive road, although 
it was actually in use in 1913. I merely give these 
as illustrations to show how the rules have been 
stretched to the uttermost in every possible direction. 

1475. On that general principle you might regard 
every portion of their property which shows any de- 
velopment as coming within that? — This was a new 
station with a large number of platforms and a' big 
road going right round. It was a very expensive 
road. Part of the station was opened prior to 1913, 
and the remainder after. There is no dispute with 
regard to the platforms, and so on, but there is dis- 
pute with regard to the road and the main block of 
offices, which were all there before the main building 
commenced. 

There is a small point, that all the revenue earned 
by a new work does not necessarily accrue to the 
Government account although interest is paid on it. 

A new station may be built and interest paid upon 
the cost, but the company lets the walls to an adver- 
tising contractor and a portion of a platform to 
Smith’s, and the rents earned, in accordance with the 
company’s practice, go below-the-line and not to the 
Government account, although we are paying in- 
terest on the cost of the station. 

A revised arrangement with regard to interest on 
capital was entered into as from May 1, 1919, when 
the rate of interest was increased to 5 per cent. ; but 
this 5 per cent, accrued not from the date when the 
works were brought into use, but from the date the 
capital is expended. The 4 per cent, is still paid on 
works brought into use earlier; and apart from the 
rate, the principal point to be noted is that the in- 
terest accrues from the date of expenditure and not 
from the date when the works are brought into use. 

In many cases interest will be paid upon capital ex- 
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pended in control, but which will not earn any 
revenue until after control. The payments under in- 
terest on capital now come to something slightly over 
£1,000,000 a year. 

1476. Are you explaining now the reason for this 
5 per cent. — why it was done? — I have not done so, 
but I can do it very shortly. 

1477. There was a reason, was there not? — Yes. 
The reason advanced at the time was that they wished 
to encourage the companies — you will note the date, 
it was May, 1919, six months after the Armistice — 
they wished to encourage the companies to get on with 
capital expenditure, and this arrangement was made, 
which is a very exceptional arrangement. In the case 
of most large railway works, probably taking two or 
three years to construct, the interest on capital during 
construction has always been a charge on the railway 
companies. 

1478. The railway companies had refused to go on 
with capital expenditure? — That is so. I might 
say that since this arrangement was brought into use 
and the Ministry was formed, I have approved, along 
with the technical officers of the Ministry, capital 
expenditure of over £14,000,000, to which the 5 per 
cent, attaches as spent. 

1479. I think if there have been no other attendant 
circumstances, that arrangement of allowing 5 per 
cent, on the money as and when expended was not 
unfair, because the money was previously bringing in 
interest below-the-line, and, as it was expended, so 
the receipts below-the-line were reduced? — But the 
receipts above-the-line were not increased until the 
work came into use. 

1480. But still the Government had taken over the 
railway companies, and pro tern it is assumed to be 
in the position of the railway company, only guaran- 
teeing them their net receipts? — I am afraid I would 
not like to follow you there. I do not see any case, 
apart from the desire to stimulate work, for the 
Government to carry the liability during construction 
of a work which, by no stretch of imagination, could 
ever earn revenue during the possession by the Gov- 
ernment. In short, the larger number of our troubles 
spring from the fatal division of the net receipts 
account at the outset. 

1481. That is the whole point? — If we had under- 
taken the undertaking, lock, stock and barrel, 
we would have had a much cleaner bill. There would 
have been no question as to which revenue was ours 
and which was yours. 

1482. I suppose it is too late to go back upon that? 
— I am afraid so. 

1483. When was the change made with regard to 
allowing it to be interest payable from the date of 
expenditure? — In May, 1919. 

1484. They get two advantages; they get an 
additional 1 per cent., and from the date of expen- 
diture? — Yes, that is right. 

1485. Which means that work which will never 
inure to the Government has to he paid for? — Yes. 

I have really dealt with interest on capital and 
propose now to deal with the question of replacement 
of stores. The relevant document is No. 71 on page 
89, Section II. 

You will remember I provided in the statement* 
which you looked at this morning an item of 
£20,000,000 as the possible Government liability under 
this heading. First of all, this section provides for a 
record of stores at the commencement of control. It 
is also provided (in the Blue Book, sec. 4 ( d ), page 30) 
that “ The measure of withdrawals from stores in 
advance of actual use, shoidd be equal at the be- 
ginning and end of the control period.” Shortly, 
the effect of this is that where the stores have been 
transferred from stock to stations, etc., and are 
thereby charged out to working expenses, the value 
of such stores issued and on hand at the beginning 
and end of control should be equal. I am sure the 
Committee will realise that this provision is one 
which will be exceedingly difficult to carry out. 



Further, no definition of stores has been laid down. 
It may embrace such items as materials charged out 
for maintenance — for example, rails — and not actually 
used for that purpose at the dates in question. It 
may also embrace coal, oil, etc., charged out but not 
consumed; tools, trucks, lorries, sheets and sacks, 
charged out whether in use or not, and articles loi 
sale not standing in stock accounts — for example, 
wines, etc., in refreshment rooms. Under the materials 
charged out for maintenance and not actually used, 
a company might have at the end of control 100 tons 
of rails lying on the line for maintenance purposes as 
compared with 50 tons at the beginning of control. 
The cost of the extra 50 tons should be credited to the 
Government. The item with regard to tools and trucks 
and so forth presents more difficulties; hut if the 
items have been added to or reduced during control, 
adjustment ought to be made. 

1486. Was there a stock-taking of the stores when 
the railways were taken over? — No; you have to rely 
on the nearest stock-taking there had been. 

1487. What was the date of that? — It varies, hut, 
roundly, I think you may take it to be the end of the 
previous year. Some would come a little closer and 
some would recede a little further back. But there 
is no stock at all in the question of these trucks and 
tools and lorries, and so on. There was no stock. If 
they have been added to during Government control 
as working expenses, we ought to have the credit of 
that. As far as I know, there was no stock of these 
items at the beginning of control. 

1488. When you say stores, what does that include? 
— Take tools. You might have bought a number of 
tools as an ordinary maintenance charge, hut, if they 
are additional tools, I think we ought to be credited 
on that. It is a question which bristles with diffi- 
culties. 

1489. It may work both ways, may it not? — Take 
a case in point. You have seen at all the large pas- 
senger stations those little electrically-controlled 
trolleys. Those will all be additional, and have been 
bought out of revenue. 

1490. In other words, it is development? — Better- 
ment. 

1491. They have been bought out of revenue? — Yes. 
They do not affect your arrears charges. That is one 
of the items in the long list* I gave you this morning, 
where there is a possibility of further burdens on the 
Government. 

1492. They are not replacements ; tney are new 
plant? — Yes, but plant which in the ordinary way you 
buy out of revenue. 

1493. They may, have abandoned buying certain 
articles which they bought in 1913 ? — Yes ; but there 
is a tremendous difference in the price of an electri- 
cally-controlled truck on a station platform and an 
ordinary push barrow. 

1494. But they are supposed to have displaced more 
push barrows. The object of the electric truck is to do 
the work of a number of push barrows? — I question 
whether they have displaced a single push barrow. 
All I say is I do not know. I am responsible for 
certifying this account. 

1495. With regard to stores of that kind in use, if 
you call them stores, the difference would not amount 
to an enormous sum when measured in quantity of 
things, would it? — That is not an easy question, be- 
cause you know when you set to work to build up a 
claim you soon get into a very substantial sum. 

1496. I may be under a misapprehension, but do I 
understand from what you said that in regard to those 
things that are actually in use on the station, like 
trucks and loose tools, they wish those to bo valued at 
pre-war prices, or is it only the goods that are liter- 
ally in store? — The companies have made no attempt 
to formulate, nor can they make any attempt to 
formulate, any claim under the replacement of stores 
clause ; but it is a most important olause. I am trying 
to put to you the difficulties which will inevitably 
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arise in the interpretation of these clauses. I hope 
that we will get some assistance from the Committee 
in arriving at some fair interpretation of the clause. 
There is no point at issue between the Government 
and the companies on this clause. 

1497. I am drawing a distinction in my mind be- 
tween the stores that are in use, whipli have been 
charged against revenue, probably, and the stores 
which are not in use, which are held for purposes 
of subsequent issue. Those stores I conceive are the 
stores which are referred to in the Pink Book and 
not the stores that are actually in use. 

1498. I gather we are in a quite new position now. 
We are not discussing difficulties that have arisen, 
but a claim that ha's not yet been opened? — (Witness) 
that is so. 

1499. Are not the governing words here — “ The 
same quantities of similar stores”? Does not that 
land you into a physical enquiry? — Yes. 

1500. And the words “ in stock.” 

1501. Yes; but those govern both 1 and 2 — “ The 

same quantity of simitar stores.” 1 and 2 are sub- 
ordinated to those general words? — (Witness) Could 
I refer you once more to the Blue Book, page 29, 
paragraph 4 ( d ). At the foot of that page it says 

“ If stocks of . stores were not physically taken and 
inventoried on 4£7i August, 1914, a book figure as 
shown by the stores stock ledger to be used as evidence 
of accuracy of the cost of stores and materials charged 
as having been used for revenue purposes, subject to 
correction, where necessary, if an intermediate stock- 
taking disclosed that the issue prices did not corre- 
spond with the cost. The measure of withdrawals 
from stores in advance of actual use should be equal 
at the beginning and end of the control period.” The 
Pink Book is supplementary to that and not in place 
of it. 

1502. That means the rate of withdrawal, does it? — 
The quantum of a stock in hand. The best illustration 
is rails laid along the line side for future work. 

1503. I do not understand that last paragraph about 
the measure of withdrawals — Probably at a given 
period the permanent way inspector of a line may 
draw from store sufficient rails for his branch for 
three or even six months. You may haVe some in- 
spectors who like to hoard stores of that kind. They 
are distributed about the line. I am speaking of a 
maintenance job where you replace a sleeper or a 
chair here and there. 

1504. That is the custom of all railway companies? 
— It is the custom of all railway companies to distri- 
bute stores of that kind about the line. A little extra 
distribution before control ends is a free gift to the 
railway companies. 

1505. But it says the measure must be equal? — • 
There is no measure. 

1506. With regard to the stores in advance which 
you have just been describing, is there any record at 
all of what the quantity was in 1914? — No. 

1507. As I understand it, with regard to the 
measure of withdrawal of stores being equal at the 
beginning and the end, we might interpret the begin- 
ning as the year 1913, a standard year, and then you 
would have to take the year at the end to compare 
with your standard year in order to see whether the 
measure was equal? — That would not do at all. 

1508. In what other way are you going to do it? — 

I do not know how I am going to do it; but that is 
merely a measure of what they took out during a 
year. There is nothing to prevent them taking out 
large stocks immediately before control ends. 

1509. They would have to show what that figure 
is? — Yes. 

1510. And the onus is on the company to prove 
that there was no similar quantity existing before? — 
Or nothing in excess of that. The onus is on them. 

1511. And at the end of the control period you can 
take a physical inventory of what was out then? — 
It would be extraordinarily difficult. There are 
25,000 miles of railway and to take an inventory of 
scattered stores would be an enormous job. 

1512. My difficulty is that I only see two ways of 
getting the measure of withdrawals. One is to take 



the physical survey, which you say is impossible ; the 
other is to take the rate of issue over equal periods. 
Therefore, I suggested the issues of the year 1913 
compared with the issues of the year 1920. Can you 
see any third method of doing it? — No. 

1513. And their books would show their stores on 
December 31st, 1913 ? — Book stock only. 

1514. Would not their stock book show what they 
had purchased during 1913? — We have got the stock 
at the end of 1913 in most cases. 

1515. Would their books show what they had pur- 
chased to put into store during 1913? — Yes. 

1516. Therefore, you could show what they drew 
from store for use in 1913? — Yes. 

1517. But you have to make up those stores not in 
money but in materials now, have you not? Suppos- 
ing all their stores comprised 1,000 wagons in 1913; 
you would have to put them in 1920 with 1,000 
wagons, would you not? — Yes. That is not a good 
illustration because wagons are not stores. Take 
1,000 tons of rails. 

1518. At 1913 did they depreciate those stores ab- 
normally? Supposing now that they had a large 
amount of stores in stock, did they depreciate that 
at that period? — I do not know. 

1519. You do not know whether they depreciated 
it to an extent which made the stores come to very 
little value? — That is quite usual. Locomotive coal 
has been known to have been written down bv 
£40,000 or £50,000. 

1520. Then the money you would have to find would 
be enormously greater if they depreciated stores to 
any extent in 1913? — Obviously. 

1521. If they had written down stores in 1913 they 
would have reduced their net receipts for 1913, and 
consequently they would have suffered the whole loss 
involved in the reduction of stores multiplied by the 
number of years of control? — Yes. The main point 
is that if they had unduly depreciated the value of 
their stores, that has been reflected in the cost of 
working the railway whilst those stores were being 
consumed. 

1522. But on the other hand the net receipts for 
1913 were reduced, and all the subsequent calculations 
based on those receipts would be reduced? — If there 
were such a depreciation. 

1523. They are not likely to have appreciated the 
stores ? — Certainly not. 

1524. Therefore, any action they did take in regard 
to stores would not operate against the interests of 
the country? — Not the depreciation. It is not to our 
ultimate advantage of course if this agreement holds 
good. 

1525. Suppose the depreciation of stores was 
£500,000 in 1913 in the aggregate. The railway com- 
pany will have received seven times that £500,000 less 
than they otherwise would; that would be £3,500,000 
that the State would have benefited by. The next 
problem is what is the effect of replacing stores at 
the end of the control at pre-war prices; that is 
another problem? — Yes. 

1526. Take 1,000 tons of rails. If there were 1,000 
tons of rails in stock at August, 1914, and they stood 
at £5,000 and if you have 1,000 tons of rails in stock 
at the end of control and they stand at £15,000, I 
understand we have to pay £10,000, is that it? — If 
you would not mind allowing me to open out on that 
point I have an illustration of that. Section II of ihe 
supplementary clauses (in the Pink Book) provides 
that at the end of Government control a cash pay- 
ment shall be made to each of the controlled com- 
panies equal to the difference between the book value 
of stores in stock at commencement of control and the 
value of the same quantities of similar stores calcu- 
lated : (1) As to the extent those quantities are in 
stock at the end of the control period — at the book 
values then ruling ; (2) as to the shortage in the quan- 
tity at the end of the control period as compared with 
the quantity at the beginning — at replacement prices. 
The replacement prices are to be agreed between the 
Government and the railways as fairly representing 
the prices at which the shortages could be made good, 
having regard to : (1) quoted market prices at the 
end of control; (2) the probable movement of prices; 
(31 the other circumstances of the case. Regulations 
in regard to (1) the calculation of prices; (2) the de- 
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fimtion of stores; (3) generally as to giving effect to 
arrangements, are to be agreed. 

I have circulated a simple calculation* in which I 
endeavour to show the operation of this arrangement. 
You will see there that we have three items of per- 
manent way stores — rails, fishplates and sleepers. We 
give there the stock at the commencement of control, 
the book rate and the total value of these stores ; that 
is 100 tons of rails at £6, 600 fishplates and 100 
sleepers. The stock at the end of control is 80 
tons of rails and the value is £10 a ton, giving a total 
of £800 and leaving a shortage of 20 tons to be re- 
placed at £12 a ton making £240. In fishplates there . 
is an actual stock of 1,200, but the arrangement only 
applies to 600 of the fishplates, because the Govern- 
ment have nothing to do with the surplus stock of the 
stores. You get 600 fishplates at Is. 8d., giving you 
£50. Therefore the total of the stock at the end of 
control 'is £850 as against £655, and there is a shortage 
of £290, so that the amount due by the Government 
is the total of £850 plus £290, equalling £1,140, less 
the credit for the stock at the commencement of con- 
trol namely £655, leaving due by the Government, 
£485. 

1527. Surely they would not be entitled to that 
increase of £25 on fishplates; that would have to be 
set off? — In what way do you mean? 

1528. Surely you have allowed them £25 on the 
fishplates?— Yes, because of the increased price on 
the original stock — the increased book value. 

1529. You mention .an increased quantity? — There 
is an increased quantity which I ignore. It is the 
increased value which I have to take into account. 

1530. What would the increased quantity be bought 
out of ? — The companies have bought that during con- 
trol, out of their own capital funds. Therefore we 
are not concerned with excess stores of any kind. 

1531. But if there was no shortage the Govern- 
ment would still have to pay ? — Up to the limit of the 
quantity in stock at the beginning of control. The 
Government have to pay the difference between the 
book rate at the beginning of control and the book 
rate at the end of control. 

1532. Could the book rate at the end of control be 
written down, assuming an undue writing down at 
the end of 1913, according to the practice of the 
company? If it was the practice of the company to 
write fishplates down by half the market price in 
1913, could not that be imported as implying the 
writing down to half the market price at the time of 
the close of control? — I am afraid you have to do 
it at the expense of I'evenue during the period of 
control if you did write it down. 

1533. Supposing they did write down these stocks 
in 1913 so that you are not starting from the fair 
market prices of 1913, obviously they cannot complain 
if you write down the market prices at the end of the 
period of control? — I think we have probably put 
rather too much weight on to the writing down of 
stores. I do not think it would be a very profitable 
line of enquiry, if I might suggest it. You find it 
now and again, but as a general proposition I do 
not think it would be a very profitable line to follow. 
I think the only money you can write them down out 
of would be the revenue, which would increase the 
Government’s liability under the net receipts 
guarantee. 

1534. Why should it come out of revenue. My 
idea is that the reason we are paying this difference 
is that it has come out of capital? — But if you write 
down the value of stores you could only write it down 
out of revenue. 

1535. It looks to me, subject to what you have just 
said as to the fact that there was not much writing 
down in 1913, that the whole arrangement is vicious 
because you have got to take a book value which was 
arbitrary, even if in practice it was not much 
written down, and you are going to compare it with 
a value which it is provided shall be ascertained 
practically at the market prices. It seems to me it 

* Vide Appendix XII. 



is a vicious agreement, because you are going to take 
a physical inventory, I take it, at the close of the 
period of control; and at the beginning, as I under- 
stand it, there is provision made for values where 
you could not take a physical inventory? — Certainly. 

1536. Have they to have the same stock exactly, or 
have you to pay them in money? — It is a cash adjust- 



ment. 

1537. Therefore they may have only half this stock 
when you settle with them in 1920 ? — Yes. 

1538. They have both the stock and the money, I 
understand. Their stores may be exactly the same 
at the end as at the beginning, and yet they are to 
be paid the difference between the value at the two 
periods. 

1539. Was it. the practice of the railway companies 
before the war to maintain their stocks at fixed 
prices? — (Witness): No — book prices. 

1540. But did they fluctuate? — Certainly. 

1541. According to the market? — Yes. They did 

not fluctuate immediately on the trend of the market. 
They probably had a stock of rails, some of which 
were bought at £5, some at £5 10s. and some at £6. 
An average book value is really agreed for each issue 
and it is charged out to the job at the average book 
value rate, with certain additions for such things as 
storekeeping. 

1542. Supposing they had cost 50s. what would 
they have done? — They would have been charged at 



50s. 

1543. And replaced at 50s. ? — Yes. 

1544. Did not you say you had paid a great deal of 
money to the companies which they have been able to 
utilise? Take, for instance, these stores. They 
could only in five years of control have used a fifth 
of what you have paid them during the whole time. 
They could only have used a fifth every year of what 
vou paid them the full amount on? — Yes. 

1545. Therefore on all the stores lying there, say 
at £5,000, that would be £25,000. They might have 
been using two years’ stores to last over five yeais. 

It depends on the amount of stores. They got very 
short of stores at one stage of the war, and one must 
recognise that a considerable quantity of railway 
stores was used for war material. 

1546. But you brought before us a great many 

things that they are charging you for that ought not 
to come into account. You brought up before us 
things that have lasted three years longer, or foul 
years longer? You mean the general rolling stock, 



and so on? 

1547. Yes.— Certainly. 

1548. I was wondering whether the same thing 
applies here, and whether they may not have used 
above a quarter of these stores that have been paid 
for by you for five years ? — I am sorry, but I am not 
quite following you. The illustrations I gave of 
course were rolling stock. They are not stores^ to 
begin with. But your point is that by prolonging 
the life of each individual wagon you delayed the 
time when you would consume materials which are 
stores for the construction of other wagons? 

1549. Yes. — There is no doubt that the arrears of 
maintenance figure alone shows that the demand foi 
stores has been far below the normal during the 
period of control. 

1550. All these years you have had to pay on the 

1913 standard, although physically they may not have 
been used?— Quite. That is the arrears of main- 

tenance figure. 

1551. And that might amount to a very large sum 
of money? — It has amounted to a large sum of money. 

1552. Do I understand that the stock at December, 
1913 was accepted as a datum? — It is the neaiest 
stock to the period of control. 

1553. But vou accepted that? — The Government 

accepted that. It was the best they could do. . 

1554. And that datum will be accepted as the basis 
at the end of control?— Yes. 

1555. You have paid for those stores? — Vie have 

paid as charged out to the work or as issued— not 
exactly as issued, but as issued to a job. We do not 
pay for stores in stock. . , . 

i.556. If you had got 1,000 wagons m 1913, then 
the yearly sum you paid them was for 1,000 wagons in 
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1914, 1,000 wagons in 1915 and 1,000 wagons in 1916; 
but they may not have used 4,000 wagons; they may 
have used only 1,000 wagons. Could that have 
happened P — No. I would like to keep to my per- 
manent-way material illustration. You issue so 
many tons of rails and so many chairs and so many 
fishplates and sleepers for the repair of a length of 
line. Immediately they are issued they are charged 
as a working expense to the Government. They may 
not be used for some little time, but they are issued 
and the storekeeper wants credit for what he has 
issued. We have nothing to clo financially with the 
whole of the stores which the storekeepers hold. 

1557 . I understand that during the period of con- 
trol there was less demand for stores? — Obviously, 
because there was less maintenance work. 

1558. Was it considerably less? — Yes. The arrears 
of maintenance figure of £40,000,000 shows that, 
during the whole period of control, at 1913 prices 
the cost is £19.000,000 less than it would have been. 

1559. And the companies charge you with stores 
when issued? — Yes. 



1560. If they purchase at a high price and issue 
those stores, what would prevent them issuing those 
stores purchased at a high price and keeping in 
store the stores brought a' year or two previously at 
a low price? — They must issue at the average stock 
price. 

1561. There may be some little difference? — They 
issue at the average price. 

1562. The average price of what? — The average 
price of the particular article. 

1563. I have an article, say, worth .in store £100, 
and I buy during the year the same article and I 
have to pay £200 for it. I issue during the year the 
article for which I have paid £200 and I keep in store 
the article which I had in store at the beginning and 
for which 1 paid £100 ? — Then you would issue at 
£150. 

1564. You ,do not buy until you issue, do you? 

The company buys qua storekeeper. 

1565. The company buy and issue, and I understand 
they issue at the average price; that is the true 
average price? — Yes. It would not benefit the com- 
pany if they had issued the article bought at £200 
as suggested. 

1566. Let me put it that I think it would. They 
charge against revenue what they issue at a high 
price, and they keep in store what they had bought 
at a low price, hoping that what they have in store 
will be m store at the end of control?— But you have 
only to pay them under this agreement the difference 
m the book price at the beginning of control, and the 
book price at the end of control. Therefore if they 
have kept in store their low-priced article the differ- 
ence to be made up to them would be less than if 
they had issued at an average price. 

1567. It seems to me they get both the stores and 
the money. As I understand the position they have 
been buying stores all through the period at a succes- 
sion of prices gradually rising — Quite. 

1568. At the end there is an average price for their 
total of stores which is the average price of purchase, 
there is a series of different prices gradually rising 
we will assume? — Quite. 

1569. Why are they to have the price ruling at the 
close for the whole of the stores which they have in 
stock : —They do not get the price ruling at the close 
for the whole of the stores they have in stock ; it is 
for. the shortage of stores that they get the price 
ruling at the close. 



1570. On the book values then ruling? I was 
taking the words “ then ruling ” to mean not the 
price ruling m the market, but in their books?— In 
their books. 

1571. Is not No. 1 divided into two things? First 
of aH, there is the quantity in stock ; they will get the 
difference on that?— Yes, at the book values then 
rul in". 



1572. But at the end?— It is the book value, but 
not the replacement value. 



1573. Let me give you a specific case. You get 
an article in 1914 with a book value of £100. Let us 
assume that is not issued till the end, and then it is 
issued at £150? — It could not be; if that is its book 
value it is issued at £100 at the end. 

1574. But that is its book value in 1914, and your 
book values will be going up or down? — Not for one 
constant article. It is going up if you have a pool of 
material going in and out all the time. I was coming 
to the point which has been raised, but I can put it 
shortly in this way. Railways will be the only in- 
dustry that I know of in this country — I may be 
wrong; there may be certain other controlled indus- 
tries that I do not know about — that will be at the end 
of control in a position to hold stock equal to their 
stock in 1913, and standing in their books at 1913 
book values. 

1575. Moreover, they then proceed to sell those 
stocks to the public at the high rates they are getting? 
— Yes ; that is right. Their rates are based on the 
current cost of maintenance and not on 1913 rates of 
maintenance. 

There are many points of difficulty which will arise, 
apart from those I have already mentioned; in fact, 
this question of stores bristles with difficulties. There 
will be the question of credits in this account for 
balances of current manufacturing accounts, which is 
very complicated, and might easily involve large sums 
of money. There will be bona fide reductions of stock 
prices, surplus stocks, and reserves. The whole ques- 
tion is an exceedingly difficult one, and the detailed 
investigation involved, would be very great if the 
Government interests are to be fully safeguarded. 

1576. Under the 1871 Act companies can get com- 
pensation for loss. Now in this case there appears 
to be no loss of any kind involved. Why should they 
get compensation for something which they do not 
lose? Can you say to the Committee that you think 
the whole of this stores agreement should be scrapped ? 
— I think it should be scrapped ; but there will be an 
argument put on the other side that during control 
we had issue prices at times an advantage to us, ana 
at times a disadvantage to us. 

1577. Take am. item like coal, and take into account 
the new rates now fixed. Every six weeks they turn 
over the whole of their coal. Why should they get a 
cash payment from the Government representing the 
difference between 1913 and 1920, and then sell it to 
the consumer — that is the man who is paying his 
passenger fare or his goods rate— and get a profit?— 
If you ask me to take into account the fact that rail- 
way passengers’ fares and freight rates have been 
raised to a level to meet .expenditure based on the 
cunent price of material, I entirely agree with your 
suggestion. 

1578. Your suggestion would be that, taking the 
1913 stock figure plus the percentage, that percentage 
should be based upon the average increase in fares 
and goods traffic. They are selling their services at 
100 per cent, increase. Therefore they can afford to 
sell their stores at 100 per cent, increase? — It is not 
quite a proportionate sum in that way, because the 
rates and fares increase covers one big constant 
factor, that is the return on capital. That has not 
been increased ; that has been maintained at a steady 
level. Therefore, you do not require 100 per cent, 
increase in fares to take care of 100 per cent, 
increase in working costs. 

1579. I was trying how the principle enunciated by 
my colleague would work out in practice — I think it 
would work out in this way : We have already fixed 
rates and fares with a view to producing equilibrium, 
the working expenses in that calculation being based 
on the current cost of maintaining a railway, not on 
the cost of maintaining a railway with a' stock of 
stores valued at £13,000,000 or £14,000,000 at 1913 
prices, but at the current value of stores. 

1580. Assuming that the principle that underlies 
tins agreement as. we undestand it, has actually been 
earned out, that is to say the railway companies have 
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literally only received the net receipts during the 
whole of the period, and that they have had no further 
sums which they could apply to special purposes of 
their own , if we concede that and we imagine that the 
value of the stares had gone up to £20,000,000 it 
would be necessary for the companies to raise 
£20,000,000 of fresh capital to finance this increased 
burden of stores? — True. 

1581. And that would involve a correspondingly in- 
creased charge on their profits ? — Yes. 

1582. In the meantime, during the years of con- 
trol again having in mind the hypothetical case we 
were taking, their interest below-the-line would be 
correspondingly reduced owing to the large capital sum 
which is locked up in the increased value of stores ?— 

Yes. . , . , 

1583. So that I suggest there is a side to it which 
deserves consideration. In the case of ordinary films 
they were allowed something more than 1913 profits. 

In the case of controlled establishments they were al- 
lowed one-fifth extra, and in the case of ordinary firms 
they were allowed so much in excess. of their profits 
which they could apply to meet the increased cost of 
stores. That opportunity, again under our hypothesis, 
was not open to the railway companies and for that 
reason I suggest to you that the intention of this bar- 
gain was that if they only enjoyed the 1913 profit it 
would be fair that they should have their property 
handed back to them exactly as it was at the com- 
mencement of control including the stocks themselves 
at the then ruling value? — I am bound to take you a 
little further if I may. I think I should accept all 
you say with the reservation that when this agree- 
ment was made the railway never expected or thought 
that the railways would be handed back to them with 
greatly enhanced powers of charge. If they had been 
handed back with their 1913 rates and fares then I 
think it woud be perfectly equitable to say, “ You 
must have your stock of stores in at the 1913 values. 

1584. But they could not have lived at that rate, 
could they? — No; but we were keeping it to what was 
at the back of people’s minds when they made that 
agreement, and I say there was no increase of rates 
in their minds. 

1585. They might say that the Government had 

forced up their working expenses? — That may or may 
not be true; but that would not he a claim under 
this paragraph. . 

1586. Coats’ Cotton Company have justified the 
price they are charging on the ground that when they 
have used up their materials they would have to re- 
place them at much higher figures. The railways have 
had the reverse contention. They have had increased 
rates which would enable them to replace the stores 
at ruling prices, and that, I think, is the. ground for 
not giving them excess over the 1913 prices? — They 
should not have it both ways. 

1587. I took as my hypothesis that this agreement 
had been carried out as we believe it was intended to 
be carried out. The below-the-line charge was antici- 
pated to work against the railway companies; that 

(The Witness 



clearly appears in the earlier documents. The above- 
the-line figures were to be confined strictly to the 1913 
basis, with certain small allowances for increased capi- 
tal I suggest. If that had been carried out in fact, 
then I think that this stores agreement would not 
have been unfair ; but I quite agree that they have got 
the benefit of these enormous sums for increased main- 
tenance. That provides them with a' capital sum from 
which they ought to be able to replace these stores 
at the higher prices without calling upon the State. 
That brings us back to our point of how we are 
going to deal with the 1913 figures? — Really you have 
to come back to that; it is fundamental. 

1588. I think it right that we should appreciate 
that point of view, if I am right. 

1589. Witness : There is another small point on the 
stores. At the Armistice the Government encouraged 
the railway companies to purchase stores rather more 
liberally than normally, so as to absorb labour 
formerly employed on munitions work, and so on. To 
that end arrangements were made with the Railway 
Executive Committee — I think you will find it in 
document 122 at page 140— under which the companies 
were to place orders for all stores required for the 
year 1919 and the first six months of 1920. Arrange- 
ments were made that, as regards the additional 
stores bought in advance of requirements, the com- 
panies would be entitled to charge interest at the 
rate of 5 per cent, per annum from the date payment 
was due to the last day of the month prior to that 
in which the stores are issued. This arrangement 
only applied to stores for the first six months of 1920. 
Claims are now coming in for that interest. The 
arrangement further provided — and this is rather 
important — that if any company found itself at the 
end of the period in possession of a stock of stores 
in excess of the stock held at the commencement 
of the war, and the excess quantity had been 
purchased at prices higher than the prices 
current in 1913 (the original wording was “ at the 
end of control,” but it was altered from “ at the end 
of control ” to “ 1913,” a very material alteration), 
the Government should pay to the company the differ- 
ence between the purchase price and such current 
price on the excess amount of stores. So that the 
liability which had been upon the Government to 
replace the stores was then extended to excess stores 
which might be held as a result of anticipating orders. 
But it was stipulated that in determining the excess, 
due regard should be had to any extension of the 
railway system concerned during control. I merely 
mention this; I do not think it is a material factor in 
settling with the companies. 

1590. As a matter of fact, by entering into con- 
tracts at the time of the Armistice, prices, I take it, 
were very much lower than have ruled during the 
18 months that have followed ?— But they thought 
prices were going to fall. 

withdrew.) 
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Lord COLWYN (in the Chair). 

Major HARRY BARNES, M.P. Sir HALFORD MACKINDER, M.P. 

Sir GODFREY COLLINS, C.M.G., M.P. Mr. W. PETER RYLANDS. 

Mr. WILLIAM GRAHAM, LL.B., M.P. 

Sir HARDMAN LEVER, Bart., K.C.B. Mr - E - TWENTYMAN (Secretary). 



Sir William F. Marwood, K.C.B., called and examined. 



1591. I think, Sir William, you are the Director- 
General of Public Safety and General Purposes of 
the Ministry of Transport? — l^es. 

1592. And you were formerly Joint Secretary of 
the Board of Trade?— In 1914 I was the head of the 
Railway Department of the Board of Trade. I 
became second Secretary at the end of 1916, and 
Joint Permanent Secretary in 1918. 



1593. On the question of the pool, Sir William? 
Looking through the correspondence it rather struck 
me as worthy of some attention that the agreement, 
which one may call the net receipts agreement, 
i efen ed to in the first document, apparently was all 
arranged within a day. Now, I gather that the 
question was one which had been in the minds of the 
Government and of the railway companies for some 
time? — But no agreement had been come to. 

1594. I agree — It was thought that the railway 
companies themselves would arrange for a pool and 
when they did that we could get on. 

1595. The difficulty of working under the Act of 
1871, seemed to be that you had to compensate the 
companies who lost and you had no advantage from 
the companies who gained? — That is so. 

1596. Under the Act of 1871 you were dealing with 
individual companies? — Yes. 

1597. And, naturally, the Government wanted to 
avoid that. They wanted to set the one ofi against 
the other if it could be done? — That was the idea. 

1598. And the idea was that, by having a pool, it 
should be done within the pool. I understand that 
befoie the outbreak of war there was some attempt 
being made to carry this pool arrangement? — That is 
correct. 



1599. Then, between July 29th and August 6th, tl 

net receipts arrangement was fixed up? Yes. 

1600. The railway companies putting it forwar 

that the only way in which they could see it coul 
bemanaged was by guaranteeing their net receipts 
—Yes. You see that in that Memorandum on Dage 
of the print. - - 

1601. Yes; I am only just putting it to you. Thei 
is no real relationship between a pool and the guarai 
toe of their net receipts. I suggest to you, in th: 
jvay, that the pool idea came into being merely as 
balancing idea between gain and loss as between on 
company and another. That was the origin of th 
pool idea. Yes, that was the arrangement. 

1602. As a balancing to compensate for loss cause 
by the exercise of the powers of the Secretary of Stat 
under the Act of 1871?_Yes. That Act required fu 
compensation. 1 remember we did not like the wor 



1603. But when you adopt a net receipts arrange- 
ment are not you really guaranteeing against loss 
caused not merely by the exercise of the powers of the 
Secretary of State for War but by the war itself? — 
It was proposed at the time that we should only take 
the liability for the net receipts less any loss caused 
by circumstances not arising out of the exercise of 
the powers; but the argument of the railway com- 
panies was that it was impossible to say what loss 
was not caused by that. 

1604. What I want to know is this, was it fully 
appreciated at the time — did you fully appreciate at 
the time that, in adopting the net receipts agreement, 
what you were really doing was guaranteeing the 
railway companies against loss caused not by the 
action of the Secretary of State but against loss 
caused by the war? — I think that was understood, 
because we tried to guard against it, and the railway 
companies argued that it was perfectly impossible to 
distinguish between a loss caused by the exercise of 
the powers and a loss arising from other causes. 

1605. From the war? There is no doubt about it 
that all the Act of 1871 does is to guarantee against 
loss arising out of the exercise of the powers ? — I think 
the Act says so. 

1606. But does the net receipt arrangement, in your 
opinion, guarantee against loss arising out of the 
war? — Yes, I think it does. 

1607. And that was fully appreciated at the time? 

J- 6S . 



1608. Was it ever pointed out in the discussion that 
that might be ultra vires ?— I do not think it was. 
We were advised by the Solicitor-General that we 
could go on the lines we were, proposing. 

1609. That the agreement you were making was 
one which the Secretary of State had power to make 

ndei the Act of 1871 ?— That what we were propos- 
ing was. But I am not certain that we had not 

" ords . ln * 3lat lime deducting loss not duo to the 
exercise of the powers. 

1610. I suggest to you that if, as a matter of fact, 
the one agreement provided for loss caused by the 
action of the Secretary of State and the other agree- 
ment provided for loss caused by the war itself, 
there was a marked difference between the two agree- 
ments?— There is certainly that difference. 

. fill. You said some attempt was made in the not 
receipts agreement to guard against it?— In the 
original proposal which came from the Government 
side there was an attempt to guard against it. 

1612. We have not that before us, have we? I 

have it here—the first rough draft of the thing. 

1613. Will you read the words?— “ To ascertain 

the compensation payable ” 
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1614. I want to see the draft agreement as it was 
originally. — Witness : It reads : ■ — 

“To ascertain the' compensation payable the 
aggregate net receipts of all the railways taken 
over, for the period during which they are taken 
over, shall he compared with a similar aggregate 
for the corresponding period of the previous year. 
(Query: Average of three previous years). The 
ascertained deficiency, if any, less any amount 
of such deficiency which is attributable to causes 
other than the operation of the Act, shall be 
the amount of compensation due.” 

And then it goes on to say that any differences are 
to he decided by the Railway and Canal Commission. 

1615. Those limiting words were not accepted? — 
They said it was perfectly impossible to tell wliat 
was due to the one cause and what was due to the 
other. 

1616. And it was agreed by the Government to 
omit them? — Yes. 

1617. It is rather important to get at what stage 

the Solicitor-General 

1618. Could we get first, a clear impression of 
how the Executive Committee was formed? .1 want 
that point to be brought out first. I would like to 
get it clear about the formation of the Executive 
Committee. 

1619. Plus the extent to which they were in a 
position of trust. 

1620. Yes, that is what I mean. (To the Witness) : 
Had each General Manager sitting on the Railway 
Executive Committee power to bind his own com- 
pany? 

Witness: No, certainly not, I think. The assent 
of the companies’ Boards had to he obtained later. 
Of course it would have a considerable effect on the 
company that their General Manager was a party 
to the negotiations. 

1621. For whom was he acting — for the Govern- 
ment or for the railways?— He was acting for the 
railways. 

1622. At that time?— Yes, at that time. 

1623. I think you invited the General Manager of 
the North Eastern or of the North Western to act? 
—I think it was like this. There was great pressure 
for time; matters were getting worse every day. If 
we had called the Railway Companies’ Association 
together we should have taken up time and there 
was a Committee of General Managers sitting at the 
other end of the street, representing practically the 
whole of the important companies, so we went to 
them. Of course there was great confusion in the 
correspondence because they wrote as the Railway 
Executive Committee, but I think you should regard 
them rather at that time as not acting in that 
capacity but as Managers of important companies 
with wiiom we were negotiating. But I admit then- 
letters are all headed “ Railway Executive, and 
they write, “ The Executive Committee has received 
u ft intimation that the Government are prepared to 
agree and so on — (that is No. (2)) — hut they end 
up that letter by saying, “ 1 have to inform you that 
the Executive Committee have resolved to recom- 
mend to the companies, whose Boards will be sum- 
moned at the earliest possible moment, the accept- 
ance of this proposal." So they had to go to the 
companies. 

1624. But they wrote as an Executive Committee 
and not as a body of Managers?— Yep, I agree. But 
that I think, was more their position with regard 
to the negotiations. As the Executive Committee 
they had to control the railways and the proper 
movement of troops and trains, and so on; but as 
regards negotiating the agreement with the Govern- 
ment you should regard them as General Managers 
of the important companies who were at hand. 

1625. Were they identically the same _ people ?- 
They called in all sorts of people at the time — other 
Managers — as they wanted them. I do. not know 
whom they called in to consult for this purpose, 
but I should say you may take it they would be. 

1626. Was Sir Herbert Walker Chairman of the 

Railway Companies’ Association too? — No. Sir 

Gilbert Claughton, I think, was Chairman of the 
Railway Companies’ Association at that time, 



1627. Would it be convenient to review the 
various functions of this Committee so that we 
may understand exactly what it was, how far it was 
a Government Committee and how far it was a 
railway Committee. 

1628. That is what I want to get at. 

1629. First of all, we will take their technical 
work of operating control of the railways. Are we 
right in assuming that, so far as that function was 
concerned, they were the servants of the Govern- 
ment. ? 

Witness : Certainly. The invitation says, to control 
on behalf of the Board of Trade such railways as 
may be taken possession of in the name of His 
Majesty in the event of emergency. 

1630. So that there, from the point of view of 
the War Office and getting done the work that had 
to be done in connection with mobilisation and the 
transportation of troops generally, you were relying 
on this Executive to act under the instructions of 
die War Office as representing the interests of the 
Government? — That is right. 

1631. Then the next step would be when the 
Executive found it necessary to deal with questions 
of difficulty as between the railway companies and 
the State, and the interests which were affected, in 
all those matters did you regard the Railway 
Executive as in any way the servants of the State, 
or did you regard them wholly as the spokesmen 
of the railway companies? — As representatives of the 
railway companies. It so happened that there was 
this Committee sitting at the end of the street 
representing the more important companies, and it 
was convenient to deal with that. 

1632. So that in regard to all negotiations of agree- 
ments, whether relating to net receipts or any other 
term touching the amount of compensation payable 
to the railway companies, they acted purely as agents 
for the railway companies? — In that case I think so. 

1633. On that answer. The answer was “ In that 
case”; but your questions covered the whole of the 
agreements, did they not? 

1634. Yes. In regard to that point I want to be 
quite clear. In every matter in which the interests 
of the railway companies were affected as between the 
railway companies and the State, do I understand 
that the Railway Executive were acting in all cases 
as representatives of the railway companies? — 
Certainly, that would be my understanding. 

1635. We have just had a reply on the question of 
operating, and the reply was acting for the Govern- 
ment. — That is a different matter. 

1636. I conceived in my mind that the Railway 
Executive had, so far as we have discussed it up to 
the moment, two functions — one, as an executive body 
on the technical side to carry out the instructions of 
the Government 1 in all matters connected with the 
manipulation of the railways in the interests of the 
State, and to meet the requirements of the War 
Office, but when the Government wanted to negotiate 
with the railway companies in any matter where the 
interests of the' railway companies qua railway com- 
panies was affected the Executive was simply a con- 
venient body to whom they could appeal and with 
whom they could discuss, and in these matters the 
Executive in no way represented the State. 

1637. Is there anything in the memory of the 
witness to mark that distinction? He is quite clear 
as to the distinction apparently, but is there anything 
at this distance of time that he can cite that bears 
on that? — I do not know that there is. But certainty 
I myself was always under that impression, that when 
they were acting as regards compensation matters 
they represented the companies. 

1638. May I suggest in regard to the agreements— 
what we may call the original agreements, not the 
interpretations of them — the Railway Executive Com 
inittee did not attempt to commit either the Govern 
ment or the companies — they said they must consult 
the companies and the companies themselves must 
agree? — Certainly, the original agreement they said 
they were prepared to recommend to the companies. 

1639. That does not apply to the detailed account- 
ing instructions that were issued by the Executive 
Committee from time to time? — I do not think those 
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were submitted to the companies; but there is a letter 
that shows the position rather well in a way — it is 
No. (73) in the print. In that case the Treasury had 
been dealing with the railway companies on certain 
supplementary clauses, and the Treasury drafted a 
letter for the President of the Board of Trade to 
send to the Railway Executive. 

1640. You are referring to the letter of the 
23rd August, 1916? — Yes." You will see that the 
Treasury in their letter — we signed it but they drafted 
it — say, “ .4s the matter is one which will have to 
he dealt with by the individual Boards of Directors, 
the Board of Trade will be obliged if the Bailway 
Executive Committee will take steps to ascertain 
whether the controlled railway companies are pre- 
pared to accept the clauses .” They were a convenient 
body to employ to communicate with the companies as 
a whole. 

1641. May I suggest that these supplementary 
clauses in the Pink Book, with which that letter is 
concerned, stand in rather a different position from 
the accounting instructions ; that the arrears of main- 
tenance instructions, for instance, were not in the 
same position, but were merely interpretations de- 
signed to carry out what was understood by the 
agreement?— I think that is right. The Pink Book 
was an addition to the agreement. 

1642. May I draw your attention to page 7 of the 
documents — letter (5) — in which there is a phrase 
used which I think has a very important bearing on 
your point. It is a letter from Sir Herbert Walker 
to the President of the Board of Trade; and in the 
second line he uses the expression “ on the part of 
the advisers of the Government.” ? — Yes ; that is, on 
the part of the Board of Trade. 

1643. That is not the Executive. 

1644. No. But he is writing for the Executive and 
does not seem to accept the position — that the advisers 
of the Government are not the Executive Committee? 

Witness : I think he means the Treasury and the 
Board of Trade. 

1645. I think the actual document bears out the 
intei pi station that the Railway Executive did think 
they were the agents of the railway companies in all 
these matters. 

1646. Later in the same letter we have this, “ I 
have to say that while the Executive Committee 
cannot believe that any company would be capable of 
acting in such a manner, they have from the first 
regarded it as an obligation of honour to protect the 
Government against the possibility of such an event." 

1647. There are two functions, it is quite clear. 
We have got that. It is important to know how and 
when the Committee became executive, and what 
documents exist? — They became executive from the 
date of mobilisation. 

(( 1648 • What we want to get at is what the word 
executive ” means. It is clear with regard to these 
negotiations they were not executive ; they could only 
recommend their companies to agree. You have said 
that with regard to the technical side of the adminis- 
tration of the railways they were executive with full 
powers to act under the instructions of the Govern- 
ment. I am disposed to suggest that the word 
executive was strictly confined to that function 
only?— I think that would be so. I do not know 
whether administrative or executive is the better 
word— but the other companies were bound to abide 
by their directions. 

1649. In all those technical matters?— Yes. 

1650. Later, when it came to the question of ap- 

plying the financial agreement to the railway com- 
panies’ accounts, certain instructions had to be issued 
fi om time to time — what we may call accounting in- 
structions — I think they are embodied in books of 
varying colours, heliotrope, brown, pink, and a few 
others . 

1651. And a very large number of circular letters. 

1652. Yes— issued over the signature of Sir Herbert 
Walker. It is suggested that some of those instruc- 
tions were issued simply on the authority of the 
Executive Committee without any authorisation by 
a representative of the Government. Do you consider 
that is true?— I think you would find that most of 
them were settled by Sir William Plender and Mr. 



Gurney Fowler and Mr. Wyon, who succeeded Mr. 
Fowler as Government Auditor; they were settled 
with them by the Railway Executive Committee. 

1653. Without saying whether a circular was is- 
sued without specific authority, would you say whether 
in your view the Government could be in any way 
bound by an action of the Executive in this direc- 
tion — if it had not received an express confirmation 
from the Board of Trade or the Treasury p— It is a 
very difficult question. I should think it is a legal 
one. 

1654. It involves this, if I may say so : if you never 
did allow them, either tacitly or in any other way, 
or expressly, to bind the Govenment in these matters, 
it might be suggested (might it not) that they had 
not, as a mater of fact, power to do it, and any such 
instructions would be subject to review if, as a 
matter of fact, it did not carry out the terms of the 
agreement which had been made? — Of course, that 
seems to be a legal question, but I should be inclined 
to think that if they gave any instruction on financial 
matters affecting compensation, which had not been 
authorised by the Board of Trade or the Treasury, 

I doubt whether it would have any effect. 

1655. At all events it was not your intention (if I 
may say so) that they should exercise any such dis- 
cretionary powers of interpretation without your 
authority? — It is difficult to speak so long after 
most of these things happened ; but I should say that 
was my impression. 

1656. I want to clear away the possibility of a dual 
Position — whether they were really in a dual position 
— whether it is true that in all matters outside techni- 
cal administration they were acting on behalf of 
the railway companies.' Now, when it came to the 
investigation of claims the Railway Executive ap- 
pointed a sub-committee of railway accountants? — 
Yes. 

1657. And this sub-committee acted under the 
authority presumably of the Executive and examined 
claims and formulated certain decisions which, I 
suggest, were actually carried out. Now, how far 
would the decisions of that sub-committee of accoun- 
tants bind the Government? — If the railway companies' 
Accountants Sub-Committee passed a claim no question 
on that claim would necessarily come to the attention 
of the Government Auditor. 

1658. Did you say would not? — Yes, would not 
necessarily. If there were a difference of opinion and 
the accountant who examined another company’s 
claim raised a point on it and could not settle it with 
the accountant of the company whose claim it was, 
then it went to the Accountants Sub-Committee. If 
they came to no conclusion — I think Sir George 
Beharrell has explained this — it went to the Com- 
mittee of which, I think, Sir Alexander Butterworth 
was Chairman. 

1659. The Compensations Accounts Committee? — 
Yes; who could refer it to the Government Auditor. 

1660. But if they did not and the decision was 
embodied — or I think I ought to say embedded — in 
the company’s accounts, it became res judicata, and 
lost so far as the Government were concerned? — Of 
course the_ claim itself would go before the Govern- 
ment Auditor, but it would be a detail which would 
not be brought to his special notice. 

1661. One would suggest that while the audit was 
no doubt as effective as was practicable in the circum- 
stances, having regard to the complication of Govern- 
ment accounts, the audit of Sir William Plender and 
Mi . Wyon could hardly be regarded as really effective ? 

Looking at it from this end, I agree. Looking 
at it from the other end, it v-as very difficult at the 
moment to see what better means we could adopt. 
But, of course, no one believed that the war would 
go on from 1914 till practically the present time— 
or the control of the railways. 

1662. It would have been impossible to have had 
an effective control without a day-to-day audit of 
all the companies’ accounts, which would have in 
volved an enormous staff?— Yes, an enormous staff. 
Of course at. the commencement of the war if anyone 
had foreseen what was going to happen it would have 
been possible to get such a staff together, but when 
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it got later it would have been absolutely impossible. 

I know that I had to endeavour to get accountants 
in connection with the control of coal mines, and tne 
Timber Supply Department, and I had the utmost 
difficulty in getting anyone. 

1663. So that you were driven to that position. 1 
suggest to you that this scheme of settling these 
claims by a Claims Committee — which was really a 
railway companies’ committee — was adopted as the 
only practical solution, but not in any way as giving 
the Executive absolute authority to bind the Govern- 
ment through the medium of such a committee. This 
Committee are rather anxious to be clear in their 
minds, I think, as to whether the Government at any 
time did devolve upon the Executive real executive 
control over the matters relating to compensation? — 

1 think you can be clear on that. The question of 
the accounts — the method in which they were^ dealt 
with — is a little foggy ; but as to the Railway Execu- 
tive Committee as an Executive Committee having 
financial power, 1 think it is quite clear that they 
had not. 

1664. Surely the number of railway accountants on 
this investigating committee was not so large; they 
could not have been more than a dozen at the most? — 
The accountants of all the principal companies, 1 
think. 

1665. Surely it is reasonable to say that that number 
of accountants could have been obtained at the 
beginning? — You mean we could have taken them 
over into the Board of Trade? 

1666. You could have obtained the services of the 
men?— Yes, but they would still have had to have 
been railway accountants ; the outside accountants 
would have been very difficult to get in a few months. 

I said that at the very start no doubt we could 
have set up a big staff if we had foreseen the 
necessity. 

1667. Why need the staff be so large? — I think it 
would be necessary if you had to make the complete 
audit suggested just now. 

1668. 1 am only suggesting the audit as done by 
the Accountants’ Committee? — I suppose that would 
have been possible if we had foreseen the necessity. 

1669. That is the point — you relied on the railway 
companies? — Yes ; we relied on the railway com- 
panies acting as watch-dogs over each other, with 
Sir William Plender and Mr. Fowler being there 
on difficult points. 

1670. Were these two gentlemen you have men- 
tioned acting as accountants for any company? — 
The arrangement was that where Messrs. Price, 
Waterhouse and Co. were auditors for a particular 
company, then Sir William Plender dealt with that 
company; on the other hand, if Messrs. Deloitte, 
Plender & Griffiths were auditors for a particular 
company, then Mr. Gurney Fowler dealt with that 
company. It would have been impossible to get 
accountants who were not concerned with some rail- 
way companies. 

1671. How far were the Executive Committee 
analogous to the Irish Railway Executive?— There is 
really no great analogy between them. The Rail- 
way Executive here elected their own Chairman, 
anil the President of the Board of Trade (although 
the nominal Chairman) was only to be called in in 
certain events. In Ireland the Under-Secretary 7 was 
the Chairman of the Railway Executive Committee. 

1672. Were the members of the Committee General 
Managers? — Yes, General Managers. 

1673. Did the Chairman attend the meetings?— 
Yes, certainly. 

1674. And take responsibility for their decisions? 
I should like to draw your attention to page 5 of the 
Irish Agreement, Clause 4, the note at the end of 
Sub-section (2) referring to the sums charged in 
respect of additional mileage of stock, and so forth 

each company must follow its established practice 

if one exists, and where no practice exists the 
company must satisfy the investigators to be 
appointed by the Irish Railway Executive Com- 
mittee- Then follow the words, and subsequently 



the Government accountants, that the claim made is 
reasonable.” Does that mean that in every case 
an appeal must be made for review by the Govern- 
ment accountants, or does it only mean that where 
the parties are not satisfied with the decision of the 
investigators an apipeal would lie. 7 

Witness : The obvious interpretation is the first 
one, but the real interpretation is the second one, 

I think. 

1675. Strictly speaking, therefore, if that second 
interpretation is right, this agreement with the 
Irish railways did, as a matter of fact, empower the 
Railway Executive to appoint a sub-committee to 
decide finally claims at issue between the Govern- 
ment and the railway companies? — The same as Hero- 
really in effect; if the Accountants Sub-Committee 
agreed on a thing it did not necessarily go to the 
Government auditor — at least, his attention would 
not be specially drawn to it. 

1676. And the effect was that the Railway Execu- 
tive Committee did have this power of settling 
financial questions, and so, to that extent, weie 
acting in a dual position?, — Yes, I think so to that 
extent; but the instructions as to the methods by 
which the accounts were prepared were approved 
by the Treasury. 

1677. But the instructions were originally com- 
piled by the Railway Executive Committee — -the 
suggestions came originally from the Executive Com- 
mittee’s representatives? — Yes; and came to the 
Board of Trade, and from the Board of Trade to the 
Treasury, and back again, in some cases, with 
some alterations. 

1678. It is clear that we have got at the point 
whether this Executive Committee represented the 
interests of the country in some respects and the 
interest of the railways in other respects — it did 
represent both those interests? — I think that is so. 

1679. We had got as far as considering the powers 
of the Executive to commit the Government in regard 
to small accounting matters. With regard to the in- 
structions contained in the Yellow Book and other 
books, culminating, perhaps, in the Brown Book, 
what degree of authority did those actually receiver 
—Take the first one of all : the instructions as to pre- 
paration of accounts ; that was approved by the 
Treasury, I think. 

1680. Which book would that be?— The Blue Book. 
1681 That, I think, we have regarded as essentially 

part of the formal agreement? — Certainly, I think 
that was approved by the Treasury. 

1682. Will you take the Yellow Book first, at page 
59? — Those are the instructions for arrears of main- 
tenance. Those instructions were submitted to Mr. 
Gurney Fowler and approved by the Treasury on his 
advice. 

1683. So that there was a certain degree of 
approval to the Yellow Book — Yes. 

1684. Can you indicate any corresponding degree of 
approval to the Green Book and the Brown Book, 
which differ somewhat materially 7 , although they 7 are 
the same in substance ? — The Accountants’ Committee 
wrote to Sir Albert Wyon, who appears to have written 
back without communicating with the Board of Trade, 
stating that he had no comments to make, but asking 
for an explanation as to the 12^ per cent, to shop 
workers. 

1685. That seems a very perfunctory authority to 
a document which I am going to suggest to you was of 
very great importance? — It may be so ; but it was 
done by Sir Albert Wyon without, I think, consulta- 
tion with the Board of Trade. 

1686. But supposing it was very important, do you 
conceive that the Government would be absolutely 
bound by that somewhat perfunctory approval of Sir 
Albert Wyon? — It is- difficult to say whether- they are 
absolutely bound, but Sir Albert Wyon was acting on 
behalf of the Government. 

1687. I come to the concrete point to which I want 
to ask you to address your mind. Take the Yellow 
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Book, page 59. For the first time, I think, as far as 
T can trace, there is a reference to separate claims in 
respect of Abstract “A” and Abstract 
would not be quite sure whether that was the first 
time. The arrangements for Abstract “ A ” and 
Abstract “ B ” — the principles — were approved by the 
Treasury at two different times. 

1688. That was the form of the Abstract? — The 
arrears of maintenance in Abstract “ A ” and arrears 
of maintenance in Abstract “ B,” I believe, have been 
the subject of two different correspondences with the 
Treasury. 

1689. Would it be possible for you to help the Com- 
mittee by indicating where that was ? I do not think 
I have been able to trace it? — At page 39 there is a 

A letter from Mr. Gurney Fowler dealing with Abstract 
“ B,” and there is a letter on page 41 from the 
Treasury dealing with arrears of repairs and re- 
newals of rolling stock, and then I think the Treasury 
approval as to permanent way comes rather later. 

' 1690. I would suggest to you that that had not 
reference to the principles that I am touching upon, 
but to the declaration or otherwise of 124 per cent, 
as a suitable percentage increase to be allowed in 
respect of the period ending December, 1915. It was 
deemed des'rable to decide whether 124 per cent, was 
the correct figure for each Abstract, and Mr. Gurney 
Fowler advised that in his opinion 124 per cent, was 
suitable for each Abstract? — Yes; at two different 
times. That was the only point I was making. 

1691. I agree; but I do not see anything in the 
correspondence at that time to suggest that Abstract 
“A” could be set off or could not be set off against 
Abstract B as regards the arrears. Supposing 
there were arrears on the one and an excess on the 
other, would it not be reasonable to claim that the 
Government’s agreement is in regard to maintenance 
in the aggregate? The separation into these various 
Absti acts is a matter of accounting convenience, and 
if the railway companies were greatly in excess over 
1913 ^on Abstract “ A,” and in deficiency on Abstract 

B, it would be reasonable to set off one against 
the other ? — It might be ; but I cannot remember how 
this point was dealt with. There is a Memorandum at 
page 50, for instance. It is a Memorandum prepared 
by Sir Herbert Walker, I think. “ What is more im- 
portant is that the paragraphs make no reference to 
the fact that separate claims for arrears have to be 
made by each company in respect of permanent way 
and rolling stock ... and that there is no set- 
off." 

1692. Sir Herbert said that.— But he must have got 
it rrom somewhere. 

1693 I am not quite sure. There have been 
several cases I can show you where Sir Herbert 
distinctly urges that a certain construction has been 
accepted, where we can find no trace that it has 
been accepted?— I am afraid I have not looked for 
them. 

1694. There is. a letter on page 42; I do not know 
whether that will help you. 

1695. I think that is the one Sir William has 
been referring to. I was suggesting that that par- 
ticular matter was not under consideration, but the 
propriety of 124 per cent, as a suitable percentage 
for Abstract “ B.” (To the Witness) : There is 
nothing in . the correspondence, I suggest, Sir 
William, to indicate that the Government conceded 
the right to a set-off? — I am not sure; I could 
not say without looking further into the matter. 
It is a long correspondence and I have not seen it for 
a long time. 

1696. But you will observe that this correspondence 
mtt regwil to the 124 per cent, is dated August 

an<: l the Yellow' Book is dated January 25 
1916, so it is only a very few months later?— Yes. 

1697. In the Yellow Book you will find it, as I 
suggest, for the first time, and it precedes the 
memorandum from the Railway Executive to which 
you have drawn attention on 'page 50. It appears 
for the first time. There is a suggestion that further 



claims for arrears must be made in respect of 
Abstracts A and B. That might be quite proper, 
I suggest, having regard to the fact that they do 
recognise that Abstract A and Abstract B were not 
necessarily to be subject to the same percentage. 
But the question I want to ask is : Can Clause 2 
of the Yellow Book be interpreted to mean that 
there is no set-off, and if so, what degree of con- 
sideration has been given to the effect of that?— I am 
sorry, but I am afraid I cannot say. 

1698. It is rather important. The wording may be 

subject to that construction or not: “Separate 

claims for arrears must be made in respect of 
Abstract A and Abstract If. . . Each claim must 
be based on the amount by which the expenditure 
in the Government control period falls short of the 
total of the Abstract for the corresponding period in 
1913. . . ” It refers to the- two claims separately, 
and there is no question of whether there is a set-off. 
Is not that so? — It appears to assume that in eithei 
case the amount will fall short. 

1699. That is the point. I suggest the reason 
very largely is that nobody thought there would be an 
excess? — I expect that is it. 

. 170 °- On page 62— that is the Yellow Book still— 
it says “ . . . and the final claim will only be 
admitted in respect of the balance of arrears of 
work disclosed by the two statements.” Is not that 
open to the construction that the word “ balance ” 
in the singular implies the set-off; whereas if 
there had not been a set-off, it would have been 

balances ”? — It. says “ in respect of the balance of 
an ears of work disclosed by the two statements.” 

1701. I want to suggest to you that so far as you 
were responsible for the approval of this document 
you conceived that there was a set-off?— On the read- 
ing of that paragraph, certainly; if that is correctly 
printed. Have you got the actual Yellow Book 
Mr. Twentyman? 

1702. Secretary : The Yellow Book is the one I 
have not got ; I have never been able to get it. 

1703. We cannot carry that any further. You are 
not prepared to. say whether you ever addressed your 
mind to this point of the set-off at that time or not? 
— I am afraid I cannot remember that. 

1704. And now we come to the Brown Book I 
pointed out that this book, issued successively, 
differed very materially from its predecessor. Tn 
l egard to this Brown Book Sir Albert Wyon says he 
has “no comments to make thereon ”?— Yes. 

1705. May I draw your attention to Clause 25, 
page 85. I . suggest that there it is clearly stated 
that there is no set-off? — That is “ Submission of 
final claims.” 

1706.. Those companies , therefore , making a 
claim in respect of either Abstract for the control 
period under review must reduce the amount so 
claimed by the net excess, if any, produced by the 
statements rendered in respect of that Abstract for 
the control period to the previous 31 st December. 
Similarly , those companies who show an excess of 
work in either Abstract for the control period under 
review will be required to refund the amount of such 
excess , with the proviso ” — these are the important 
words — “ that the amount so refunded shall not ex- 
ceed the amount received by the compd.ny in respect 
of that Abstract for arrears of maintenance to the 
previous 31 st December "? — That certainly treats 
the two Abstracts separately. If there is an amount 
due to the company under one, it is paid ; if there 
is an amount due by the company under the other, 
it is to be repaid subject to a maximum amount. 

1707. We are told by Sir George Beharrell that 
there are many cases of important companies very 
much in excess on Abstract B, and if the two Ab- 
stracts were set off against one another, he says in 
the aggregate it would be negligible if not non-exis- 
tent? — They have to refund something under Ab- 
tract “ B,” only it does not balance the deficiency 
on the other. 

1708. They do not refund anything, because they 
are still in excess, and they are entitled apparently 
to claim to charge the whole of the excess against 

the Government — that appears to be clear and also 

to claim arrears on the Abstract on which they are 
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in deficiency? — “ . . . those companies who show an 
excess of work in either Abstract for the control 
period under review will be required to refund the 
amount of such excess.” 

1709. In a subsequent period when they are in 
arrears; is that not so? — It is so; — “ with the proviso 
that the amount so refunded shall not exceed the 
amount received by the company . ... to the pre- 
vious 31st December.” 

1710. That is, the excess shall not exceed the 
amount received by the company in respect of de- 
ficiencies in respect of that Abstract in the previous 
year ? — Yes. 

1711. That is to say, that they take the whole 
period from the commencement of control. If there 
is any deficiency, the Government have to make it 
up ; if there is any excess, the Government have to 
pay for it? — That is not how I read that. 

1712. I am very anxious to know what your view 

i s ? They have to refund the amount of such excess. 

1713. Surely only the arrears that they have re- 
ceived in previous years? — With a proviso that it is 
nqt to exceed the amount they got the year before. 

1714. In the payment of arrears they receive? — 
Yes. 

1715. So that if you take an early period and all 
the arrears are worked off, it leaves them entitled 
to charge the balance of excess as an item in their 
account? — The balance? 

1716. The whole of the excess? — I do not read it 
like that. It is an accounting point with which 
I am not familiar, but I do not read it like you do. 

1717. Assuming that this was so and that the 
Government is not entitled to set off excesses on 
one Abstract against arrears on the other, this change, 
if it is a change or modification in the agreement, 
might have very serious consequences to the Govern- 
ment, might it not?— It might if your reading of it 
is correct. 

1718. And it looks at first sight as though it were. 
You yourself seem to have difficulty in pointing to 
any other interpretation. This very important 
modification of the agreement is confirmed by Sir 
Albert Wyon in the words, “ I have no comments 
to make thereon ” ? — That is what it looks like, 
certainly. 

1719. The conditions under which the Brown Book 
is issued are different from the conditions under which 
the previous books were issued. They had been sub- 
mitted to the Board of Trade and approved by the 
Treasury, and then issued? — That is so, 1 think. 

1720. But this Brown Book is issued under different 
conditions. It does not go to the Board of Trade; 
it does not go to the Treasury; it simply goes to 
Sir Albent Wyon? — I had not looked up the corre- 
spondence myself ; but from this Print, that seems 
to have been sent straight to Sir Albert Wyon, and 
he answered direct to the Chairman of the Account- 
ants Sub-Committee. 

1721. May I suggest that the Yellow Book was the 
first document or instruction of this kind which was 
issued to the companies. That is on page 59? — The 
Yellow Book was the first one dealing with arrears of 
maintenance. There was a previous instruction as 
to methods of preparation of accounts — what they 
called the Blue Book. 

1722. And this document was submitted to you 
personally and you approved the instructions in 
question on behalf of His Majesty’s Government, 
subject to a slight amendment suggested and agreed 
to in the copv of correspondence which accompanied 
it? — Yes. 

1723. It received, therefore, a formal examination 
and approval? — Yes, that is so. 

1724. And I suggest that in the Yellow Book the 
words used are capable of the interpretation that 
the two Abstracts can he set off against one another. 
I think you practically agreed to that? — It provides 
for a separate claim. 

1725. Yes; but there is the word “ balance ” in the 
second part of paragraph 6 ? — That does look as if one 
could be set off against the other. 



1726. The subsequent books of instructions seem to 
have been drawn up by the Railway Executive, and 
they contain, I presume, modifications which they 
thought were necessary to meet any changed circum- 
stances, and were never submitted to you, but re- 
ceived the perfunctory approval of the. Government 
Accountant on the general understanding that the 
modifications would not be material but merely ad- 
ministrative? — I am not quite sure whether that ap- 
plies to all of them. 

1727. You will notice that the Yellow Book is fol- 
lowed immediately by the Green Book without any 
intervening correspondence in the printed documents 
that we have before us. The next correspondence is 
in relation to the Brown Book, the first letter being 
from Mr. Isaac, Chairman of the Accountants’ Sub- 
Committee, to Sir Albert Wyon, the Government Ac- 
countant? — Yes; that is the one you have just re- 
ferred to. 

1728. Then there is Sir Albert Wyon’s reply and an 
acknowledgment from Mr. Isaac, and then follows 
the Brown Book? — I would not like to say, without 
closer examination of the papers, whether there is 
any correspondence on these books. 

1729. The only document which seems to throw 
doubt upon it— but I do not think conclusively— is 
that document on page 50, which is a memorandum 
from the Executive Committee, in which in referring 
to a document issued by the Treasury, they said : 

“ What is more important is that the paragraphs 
make no reference to the fact that separate claims 
for arrears have to be made by each company in re- 
spect of permanent way and rolling stock .... 
and that there is no set-off as between the two Ab- 
stracts.” The Treasury apparently in their letter of 
June 26 did not conceive that there was any set-off 
between the two Abstracts. They put them together, 
if you read clause 2 on page 48 it says : Th e ar- 

rears of repairs and renewals of rolling stoch and 
permanent way ” — that groups the two Abstracts to- 
gether— “ accruing due in any year, are represented 
by the difference between the agreed pre-war standard 
figure, adjusted for any extension of miltage, etc., 
less the cost at pre-war prices of the works actually 
carried out in the year and charged to working ex- 
penses. If the pre-war value of the work ” — -that is 
the whole work on both Abstracts — cl so carried out 
in any year exceeds the standard figure, the amount 
of such excess is due to be repaid by the company 
concerned out of the amount received by way of ar- 
rears for previous years, together with the appropi late 
percentage on such excess.” I suggest that the 
Treasury on June 26, 1917, had not any idea that the 
Abstracts were not capable of set-off against one 
another?— You see they had not seen the Yellow Book. 

1730. I have suggested to you that the Yellow Book 

is capable of the, construction that there was a set- 
off? Yes. In this memorandum that you were re- 

ferring to, reference is made to that — “ ■ • • there 
is no set-off as between the two Abstracts ( see clause 2 
of the printed instructions).” Clause 2 of the 
printed instructions does not say there is no set-off. 

1731 . That is my point. The Executive Committee 
adopt an interpretation which ;is favourable to the 
companies, and then seek to impose it upon 1 1 © 
Treasury in reply to their letter — to vhicli, a P~ 
parentlv, there is no acknowledgment ?— There is 
nothing to show what happened to that letter and 
memorandum that I can see. If you do not mind, 
I would like to look up and see what did happen on 
that. 

1732. On that point, as far as I can gather from 
the documents, what really happened was that the 
Blue Book got the approval both of the Board of Iracte 
and the Treasury ?— That was the first one. 

1733. The Yellow Book got the approval of tlie 
Board of Trade without the Treasury ?— Yes. 

1734 And the subsequent hooks got the approval of 
neither the Board of Trade or the Treasury but 
merely the approval of the Government accountant. 
—It looks like it certainly. 

1735. The point the Committee is on, I think, is 
what was the position of the Railway Executive Com- 
mittee in regard to these instructions. It would, be 
useful to the Committee to know what was the view 
held by the Board of Trade at the time as to the 
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eil'eot of the instructions. Were they considered by 
the Board of Trade to constitute binding agreements, 
in their literal interpretation, in ail circumstances ; 
for instance, if they were not approved by the Board 
of Trade; or, — even if they were approved by the 
Board of Trade, — if they involved, immediately or in 
circumstances that probably were not conceived at the 
the time, material extensions of the agreements they 
were designed to carry out? Or did the Board of 
Trade regard them as merely accounting codes de- 
signed by experts to carry out the agreements ? — I 
think we regarded them as instructions to the com- 
pany showing them how they were to. make out their 
claims under the agreements. 

1736. They were intended to be read with the agree- 
ments ? — I take it that would be so. 

1737. And if in practice they exceeded the agree- 
ments, then they were open to review? — It would 
rather depend whom they were approved by. If they 
were approved by the Treasury, even if they did 
happen to exceed the agreement, I should say they 
were binding. In the same way, to a lesser degree, 
if they were approved by the Board of Trade. 

1738. If an instruction such, for instance, as the 
Brown Book or the Green Book, contained an altera- 
tion with regard to the maintenance formula which 
is said to have had the effect of charging the Govern- 
ment -with something which was previously charged 
to the companies, would you say that although that 
was not foreseen at the time the change was made, 
and although no reference was made to the possibility 
of it having that effect in different circumstances, 
nevertheless the Government would be bound by the 
literal interpretation of the instructions in the altered 
circumstances, and be thereby bound to bear charges 
which had hitherto been accepted as companies’ 
•charges? — As far as I can see, the Green Book was 
not issued on any authority at all except that of the 
Accountants’ Sub-Committee. The Green Book does 
no seem to have been submitted at all . 

1739. Was it the Brown Book which altered the 
formula ? 

1740. I® think it was the Brown Book. You mean 
the renewals, do you not? 

1741. Have you seen the statement that was sub- 
mitted showing the operation of that formula ? 

1742. Yes. 

1743. Then it would rather appear that it did have 
that effect. It was in favour of the Government if 
prices fell and against the Government if prices rose, 
which is the other way about. 

1744. Secretary : I am afraid I am responsible for 
that statement; Sir George is not. But I really 
think it would be wasting the time of the Committee 
to embark on a discussion of that formula. 

1745. I only wanted to make the caveat that it had 
not completely the effect attributed to it; still that 
is a small matter. (To the Witness) : The point is, 
sir William, that it is alleged that the new formula 
adopted in the Brown Book for calculating arrears of 
maintenance when worked out, operated against the 
Government as compared with the formula which was 
attached to the Yellow Book. The question that we 
wait for you to answer is : Do you conceive that 
merely by the alteration of a formula attached to the 
Brown Book the companies can claim that that is a 
substantive part of the agreement and that the 
Government are bound by any such consequences, 
assuming it is as I say? We need not discuss whether 
it is so or not? — It is a legal question of very consider- 
able difficulty as far as I can say myself. The Brown 
Book was not approved by the Treasury or the Board 
of Trade. It was agreed to by Sir Albert Wyon, and 
how far that binds the Government is a very difficult 
matter. 

1746. That is a legal question, but I think it would 
be useful to the Committee to know what was the 
view held by the Board of Trade at the time in 
legal d to these instructions. Did they regard them 
as substantial parts of the agreement, or did they 
regard them as accounting instructions to the com- 
panies designed to carry out the agreement and as 
merely having that, effect? — They were instructions 
to the company how to make a claim under the 
agreement already come to. 



1747. 1 suggest before any detailed instructions 
for accounting were issued, there was a definite 
understanding between the Government and the 
Executive Committee as to what the companies 
were to get by way of compensation, and these 
instructions were drawn up in order that all the 
companies should present their claims on a uniform 
plan to get that agreed compensation. If the 
instructions gave the company more than the com- 
pensation originally contemplated, then it might be 
held that the detailed instructions were not sub- 
stantially parts of the agreement, but had to be read 
with what had hitherto been understood to be the 
agreement. 

1748. What I think we have got quite clearly 
through this examination is that at the time the 
financial agreements were made between the Railway 
Executive Committee and the Government, the 
Railway Executive Committee was acting in the 
interests of the railway companies. That is quite 
clear, is it not? — I think so. 

1749. But now when those agreements were made 

— when that legislation was arrived at, if I may 
use that simile — there came the question of the 
administration of it, and that administration was 
placed in the hands of the Accountants’ Sub- 
Committee? — The Accountants’ Sub-Committee 

dealt- with the claims. 

1750. The Accountants’ Sub-Committee being the 

Sub-Committee of the Railway Executive? It wa* 

a Sub-Committee of railway accountants. 

1751. Was it not a Sub-Committee of the Railway 
Executive Committee? — I do not know whether they 
would call it a Sub-Committee of the Railway 
Executive Committee. The Claims’ Compensation 
Committee, to whom the accountants reported, I 
think, was. 

1752. Who appointed them? — It was machinery set 
up by the Railway Executive. I think there is a 
letter of Sir Herbert Walker quite early on, where 
they said they had had to set up machinery. 

^ 1753. In framing the agreements, the Railway 
Executive Committee were acting in the interests of 
the railway companies. In administering the agree- 
ments were the Accountants’ Sub-Committee and the 
Claims’ Compensation Committee acting in the 
interests of the company alone, or were they to be 
regarded then as acting in the interests ‘ of the 
Government? — I think they must be regarded then 
as looking after the interests of the country. 

(( 1^54. Why? — Here is the letter of August 9th: 

1 have to say that while the Executive Committee 
cannot believe that any company would be capable 
of acting in such a manner, they have from the 
first regarded it as an obligation of honour to protect 
the Government against the possibility of such an 
event, and they had before your visit taken steps to 
safeguard the position of the Government in this 
respect.” 



1755. When you were considering the framing of 
the form of the agreements you did not rely upon 
the Railway Executive Committee to protect the 
Government’s interest ?— They were clearly action 
for the other side. 



+ agreements were oemg kdinmis 

tered, and the claims were being made and were being 
passed, did you rely upon the Accountants’ Sub-Com- 
mittee to protect the interests of the Government?— 
I was confident they would do all they could. 

1757. In other words, you did rely upon it?— Yes. 

1758. Although they were the servants of the Execu- 
tive Committee and railway men?— They were also 
under our directions. All servants of railway com- 
P'™ 1 ^ t0 « be y tb e directions of the Government. 

1159. Then the practice that prevailed, during the 
period m which the Accountants’ Sub-Committee was 
acting, you would regard as a practice which had 

regard to the interests of the Government? It was 

intended to, certainly. 

1760 So that after the Ministry of Transport was 
formed, that responsibility as far as the Sub-Corn- 
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naittee was concerned, ceased when the accountants 
went back to their own companies. They would act 
then in the interests of their own companies, would 
tliev not? — They would no longer have the interests 
of the country to consider. I do not know what new 
arrangements were made. 

1761. That burden of responsibility would be lifted 
by the Ministry of Transport coming into being?— 
Yes. 

1762. I am not quite sure about that. You are 
.asking what change actually did take place. 

1763. Sir George Beharrell said that what was 
done when the Ministry of Transport came into 
being was in no way to replace what was done before, 
but was over and above. 

1764. What I think ought to be brought out was 
the way in which the Executive changed. In one 
■capacity it acted for the companies and in another 
capacity for the Government, and if there has been 
any change of practice since they got back to the 
.Companies, that seems to me rather important. 

1765. They are still examining. There is the over- 
riding examination which the Ministry of Transport 
has established during the last few months. 

1766 So that the position is that they may still 
regarded as interpreting these agreements. We know 
there are some differences of interpretation. There 
are some which are in favour of the Government and 
some which are not. We realise that. At all events, 
up to the period when the Ministry of Transport was 
appointed you relied upon the Accountants’ Sub- 
■Committee in case a clash arose? — (Witness) : Yes, 
and there was a final reference to the Government 
auditors. 

1767. And the only difference now is that the final 
reference is to a more effective body. 

1768. I gather from previous evidence that what 
.happens now is that the Ministry of Transport have 
a representative sitting, not as a member of the 
Accountants’ Sub-Committee, but sitting with the 
Accountants’ Sub-Committee, so that he hears every- 
thing, of course. Over and above that, the I in a nee 
Department of the Ministry of Transport have their 
•own investigators, who go along with the railway in- 
vestigators. 

1769. But the' point suggested is that there is a 
•psychological change in this Sub-Committee. It was 
in the interests of the country, and now it is in the 
interests of the railway companies. 

1770. Yes, “ We have framed this agreement as far 
as we could in our own interests, and we administer 
it in your interests.” 

1771. Yes. 

1772. I think you said that the Accountants’ Sub- 
Committee and the Claims’ Compensation Committee 
were regarded by the Board of Trade as acting on 
behalf of the Government with regard to the investi- 
gation of claims ?— ^(Witness) : I said in the interests 
of the country, I think. 

1773. They were set up by the Executive Committee 
August or September, 1914". There is a letter to Mr. 
Gurney Fowler of December 7th, 1914. — Which letter 
is that? 

1774. I do not think it is printed. After setting 
out the nature of the agreement between the com- 
panies and the Government, it goes on to say that 
the question arises as to the scope of the examina- 
tion to which the accounts o.f the company should 
he subjected on behalf of His Majesty’s Government 
before payment is made. “ The accounts of all 
railway companies are believed to be at present 
subject to a complete and detailed audit which is 
entirely independent of the management of the com- 
panies and arrangements will be made under which 
the statements on which the. Exchequer payments 
are to be claimed will be examined and certified 
by these independent auditors. 

“ Having regard to the position and standing of 
the companies and to this check, the Board are of 
opinion that payment can properly be made upon 
such certificates subject to a general scrutiny on 



behalf of His Majesty’s Government of the character 
referred to below.” It says nothing at' all in the 
latter part of the letter of the- machinery of the 
investigators and the Accountants Sub-Committee. 
The letter then goes on to ask Mr. Gurney Eowler 
if he will accept the position of consulting accoun- 
tant on the basis indicated? — That is a letter to Mr. 
Eowler, is it? 

1775. Y"es. I suggest that at that time, in Decem- 
ber, 1914, although the Accountants’ Sub-Committee 
and the investigators and the whole machinery had 
been set up by the Executive Committee, the Board 
of Trade were not relying upon it as a check on 
behalf of the Government? — We thought there ought 
to be something beyond that. 

1776. What does the expression v certified 
accounts ” mean? 

1777. Certified by the Government auditors — the 
professional auditors. 

1778. I thought the claims went through these 
processes : First of all the claim came in from the 
railway company through their accountant. That 
was investigated by the accountant of another rail- 
way company, and if they agreed, it ended there. 
If they did not agree, then it passed on to the 
Accountants’ Sub-Cqmmittee ; if there was agree- 
ment it ended there. If it was not settled there, 
it went on to the Claims’ Compensation Committee 
and if it could be agreed it was settled there. Up 
to that point you are entirely in the hands of the 
railway companies, and it was only if a claim really 
got passed on by all these three bodies that it came 
before the Government auditor, who determined it. 
It seems to me there is a great difference between 
an examination, not merely of accounts right the 
way through but merely the determination of some 
point which was not settled at the end of these 
three stages. I should like to ask how many firms 
of railway accountants really are engaged in this 
matter. A great firm like Plender’s or some of these 
other people would probably be acting for three 
or four of these. companies? — (Witness) I should think 
more. 

1779. So that the actual number of accountants 
concerned in this matter is a comparatively small 
thing? — There are a good many firms who audit 
some railway accounts. The principal would be 
Deloitte, Blender & Griffiths, Price, Waterhouse & 
Company, and Sir William Peat. But there are quite 
a number of others besides that. 

1780. Would these same firms be on the Accoun- 
tants’ Sub-Committee? — No, not those firms. The 
Accountants’ Sub-Committee are the railway com- 
panies’ accountants. 

1781. My point is, are the accountants who are 
working in the first stage of the claim the same 
people on the second stage when it . comes up before 
the Accountants’ Sub-Committee? — It would depend 
on the particular company. The Accountants’ Sub- 
committee contains the accountants of the prin- 
cipal companies, and one of those companies might 
iiave a claim before the Accountants’ Committee on 
which their accountant would be sitting. 

1782. And if it was passed then and got to the 
Claims’ Compensation Committee were the same 
people there again? — Yes, with the addition of the 
general managers. I do not say all the Accountants’ 
Sub-Committee are on the Claims’ Compensation 
Committee. I do not think they are. 

1783. But you might very well have the same ac- 
countants in all three stages — present on the first 
stage; present on the second stage and present on 
the third stage? — You might. 

1784. You are not considering the railway account- 
ant as the professional chartered accountant, are you? 

1785. I understood the accountant of one railway 
company investigated the accounts of the other. 

1786. That accountant is working in the railway 
company’s office as an ordinary employee of the rail- 
way company, and as distinct from a professional 
auditor. 

1787. But he might also be a member of th« 
Accountants’ Sub-Committee. 
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1788. It is quite possible. 

1789. With regard to the railway accountants, it 
occurs to one that in setting the accountant of one 
railway company to look into the accounts of another 
railway company, what the railway intended at the 
beginning was to see fair play in the division of the 
proceeds within the pool, and that it was not a 
question of protecting the Government, but of' one 
railway as against another railway. I do not mean 
to say that other things did not get grafted on, but I 
suggest that that looks from the outside to have been 
the motive? — (Witness) I do not think that really 
has anything to' do with it. The division of the pool 
was done in certain terms laid down between the 
companies in accordance with the net receipts of each 
company in 1913. 

1790. But I suggest that in order to get a fair 
division it was necessary that the accounts should be 
rendered on the same principle by the different com- 
panies and that if there were any differences in their 
methods of keeping accounts, the other companies 
should know? — I do not think it was principally with 
the idea of dividing up the pool. 

1791. Why was not the Committee set to look into 
the whole thing? Why did one company’s accountants 
examine another company’s accounts? Why was 
that done? — To get some check, I take it. They 
were supposed to be acting properly, and a man 
naturally would not do his own accounts. He would 
take oil some other company’s accounts. If he found 
anything wrong, or anything he had doubts about, 
he raised a question on it. 

1792. Did they ever raise questions? — Yes, I am 
sure they did. Things that were not settled went 
to Sir Albert Wyon or to Sir William Plender; they 
sometimes brought them to me, so that I know there 
were some. 

1793. Had you access to the Minutes of these Com- 
mittees? — I have not seen them. 

1794. Only since the Ministry of Transport — that 
is all? 

1795. Do you mind letting me see that draft 

memorandum that you referred to this morning? 

This is the memorandum. ( Showing same.) 

1796. Referring to the agreement which is con- 
tained in the second document — that is the document 
dated August 6th, 1914 — it commences “ To ascertain 
the compensation.” On the fourth line, after the 
word “ deficiency ” in your draft memorandum these 
words appear, “ if any, less any amount of such de- 
ficiency which is attributable to causes other than 
the operation of the Act, shall be the amount of com- 
pensation due.” So that these words appear in your 
draft which do not appear in the final agreement : 

“ if any, less any amount of such deficiency which is 
attributable to causes other than the operation of 
the Act”?— Yes. 

1797. Those are limiting words. Who prepared 
the draft agreement? — I believe I did. 

1798. Was it submitted to the President of the 
Board of Trade for approval before it was discussed 
with the railways? — It was shown to the Treasury, 
but I would not like to say whether the President 
himself actually saw it, because at that precise 
moment we were practically without a President. 

1799. Was the draft memorandum submitted to a 
meeting of the Railway Executive Committee ? — I be- 
lieve I sent it to Sir Herbert Walker. 

1800. Did he raise objection to those words? Tf 

you will turn to page 5 of the print, there is a 
memorandum there which was prepared and brought 
to the Board of Trade by certain general managers. 

In thaft, I think, if you look at page 6, paragraph 2, 
they deal with the point about those words. 

1801. I have read that ; but my point is, — in docu- 
ment (4) on that page, there is reference made to a 
discussion which took place at the Treasury on 
Augukt 6th, when the Chancellor of the Exchequer 
and the President of the Board of Trade were 
present? — Yes. 

1802. Was this draft memorandum before that 
meeting?— No; I think we had got a little further 
than that. The proviso which appears in the 
agreement had been drafted. 



1803. Without going into that ? — At that meet- 

ing it had got more into the shape in which it is in 
the letter of August 6th. 

1804. Whaft was before the meeting was not the 
draft memorandum, but the memorandum with these 
words omitted? — The memorandum that is attached 
to Document (4) and the agreement in the form in 
which it is in the letter, of August 6th, with the pro- 
viso about what happened if the net receipts for the 
first half of 1914 were less than for the first half of 
1913. 

1805. It had got into that shape by August 6th? 

I think that is correct. I think I took the wording 
of that proviso to the Treasury on the night of the 
5th. I did take the proviso to the Treasury on the 
night of the 5th. 

1806. What is the proviso you refer to? — It is the 
last words— “ Provided that if the aggregate net 
receipts.” 

1807. I am not on that point. — As a matter of 
time, I say I took that to the Treasury on the night 
of the 5th. 

1808. So that these limiting words were in the 

memorandum sent to Sir Herbert Walker? On the 

30th July. 

1809. I warnt to find out how these .words came out? 
— I take it at one of the meetings we had with repre- 
sentatives of the companies. 

1810. Let us follow that. It went to Sir Herbert 
Walker on the 30th? — Yes. 

1811. And it was out by the 6th when you had the 
meeting? — I think they must have been out on the 
5th. The proviso went in on the 5th. 

1812. How did they come out? Did the railway 
companies object to them? — I think so. My recol- 
lection is that they said it would be quite impossible 
to distinguish between two different forms of loss. 

1813. When you say the railway companies, do you 
mean Sir Herbert Walker? — And other general 
managers. 

1814. There was a meeting at which the question 
of these words was discussed? — I think there were 
several. 

1815. That would be with the Executive Com- 
mittee. 

1816. I want to find out who was at this meeting. 
(To the Witness) : What was this meeting at which 
these particular words were discussed? Was it a 
meeting of the Executive Committee?. — It was a 
meeting of certain general managers and the solicitor 
to the London and North-Western Railway. 

1817. This Executive meeting was not called till 
midnight on the 4th and 5th of August? — They did 
not become an Executive Committee till then.' It 
was rather before then, I think. 

1818. At midnight on the 4th and 5th the Execu- 
tive Committee was brought on. By the night of the 
5th these words were out. Were they out on the 
night of the 4th and 5th? — I do not know about the- 
night of the 4th. The proviso went in instead. I 
took the proviso to the Treasury, as I say, on the 5th . 

1819. May we take it that it was not at a meeting 

of the Railway Executive Committee that these words 
came out? — There was a meeting 

1820. Not of the Railway Executive Committee? 

There was a meeting on August 2nd. 

1821. That could not be the Railway Executive 
Committee? — No, because they did not exist. »ir 
Guy Granet, Sir Alexander Butterworth, Mr. Sanv 
Pay, and Mr. Andrewes were present. 

1822. Who were present on behalf of the Govern- 
ment? — Sir George Barnes and myself. 

1823. Was that the meeting at which the North- 
Western solicitor was present ? — Yes, Mr. Andrewes 
and it w r as at that meeting that the memorandum on 
page 5 of your print was put to us. 

1824. So that at a meeting on August 2nd at which 
there were three or four general managers present, 
and at which you were present with Sir George 
Barnes, your draft memorandum was discussed? — 
That *draft ( indicating ), and the companies’ draft. 



Vide No. 1614, supra. 
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1825. This draft was discussed at that meeting? — - 
I suppose so. I had sent it to Sir Herbert. 

1826. Were you present at that meeting? — Yes. 



1827. Have you no recollection as to whether your 
draft was discussed? This was a matter of very great 
urgency and importance which you desired to have 
settled? — Yes. 

1828. You drafted a memorandum as to the terms 
■ on which it was to he settled? — The terms which were 
suggested. 

1829. And there was a meeting on August 2nd. Was 
not that meeting to consider this memorandum ?— I 
do not doubt it was. 

1830. And >it was considered. Was it at that meet- 
ing that these words were struck out? — That I would 
not like to say without looking more closely into the 



matter. 

1831. What I will put to you, then, is, who agreed 
to these words coming out?— They were finally agreed 
by the Chancellor of the Exchequer and the President 
• of the Board of Trade— the final form. 

1832. Do you mean that the question as to whether 
these words should be in or should come out was put 
up to the Chancellor of the Exchequer and the 1 resi- 
dent of the Board of Trade?— It went before them 
in the final form, but the question was discussed, I 
am sure of that. 

1833. That is the whole point. The original form 
was in existence on August 2nd? — Certainly. 

1834 On August 6th, when the discussion took place 
at which the Chancellor of the Exchequer and the 
President of the Board of Trade were present these 
words had been abandoned ?— And a proviso substi- 



tuted. _■ 

1835 The proviso is not the same thing. Your only 
recollection of what transpired between the time you 
prepared this draft memorandum and August 6th, by 
which date the limiting words had been abandoned, 
is a meeting on August 2 at which you and Sir George 
Barnes were present, and at which some agreement 
was arrived at?— There was a further meeting on the 
4th with the same body — Sir Guy Granet, Sir 
Alexander Butterworth, Mr. Andrewes and Mr. Sam 
Fay. There were two meetings. 

1836. So that at one or other of those two meetings 
these words came out? — Yes. 

1837. The effect of these words coming out is to 
lompensate for loss arising from the war as dis- 
tinguishable from loss arising from the exercise of 
the powers of the Secretary of State; that is the 
•effect, is it not?— I think that would be. 

1838. It is a very important distinction and it must 
have been discussed? — Undoubtedly. 

1839. What I want to know is whether you can say 
if this very important question ivas settled by a de- 
cision arrived at in which any representatives of the 

Government other than yourself and Sir George 
Barnes were concerned? — Undoubtedly— the Treasury. 

1840. You say this was put' up to the Treasury as a 
definite point? — I am sure that I put it to Sir John 
Bradbury, and then I went on the 5th. I did not 
see Sir John Bradbury then ; I saw Sir Thomas Heath. 

1841. Have you any minute of any decision on this 
particular point? — I have only got my diary. My 
•diary is very rough, hut there is a record there of 
my movements during the first few days of the war. 

1842. But you have no record of having submitted 
this definite point to anyone, who was above you in the 
matter, either the President of the Board of Trade 
or the Treasury, and of having got a decision on it? — 
I would not like to say there is no record, because 1 
have not looked it up. What I looked at was my own 
-diary ; but I would not like to say that there is no 
record of anybody having seen this. 



1843. If this matter had been considered of sufficient 
importance to submit to the Law Officers, you would 
recollect that? — There was a reference to the Law 
Officers of the Crown. 



1844. Of this specific point? — No — on whether we 
■could make an agreement on the lines we were suggest- 
ing to them. 



1845. When you say “ on' the lines,” do you mean 
of the original draft? — That I would not like to say. 
It was on August 4th after the first of these two meet- 
ings that I saw the Solicitor to the Board of Trade, 
and lie went to get the opinion of Sir Stanley Buck- 
master, now Lord Buckmaster. 

1846. What was he then? — He was Solicitor- 
General. 

1847. Was it put up to him as to whether this was 
the kind of agreement which under the statute of 1871 
the Secretary of State had power to make? — What 
was put to him was this : The London and North 
Western Railway Solicitor said that under the Act of 
1871 we were entitled to the whole of the receipts of 
the railway companies, so that really an agreement 
was not necessary, because we should get the' gains as 
well as have to bear the losses. What we went to Sir 
Stanley Buckmaster about was whether that was the 
law. He said he was very doubtful about it, and he 
thought in any case we had better have an agreement 
on the lines we were going on. 

1848. You are speaking from recollection, are you 
not? — I have the opinion. 

1849. Which opinion are you going to read? — This 
is an account by Sir Ellis Cunliffe of an interview 
with Sir Stanley Buckmaster. 

1850. Before that, do I understand that the 
opinion of the solicitor of the London and North 
Western Railway was that the pool was not necessary, 
because you could take gains where you had to bear- 
losses? — An agreement was not necessary because he 
said that under the Act of 1871 by taking possession 
of the companies ive had got the whole of their re- 
ceipts. 

1851. The railway company’s solicitor did not con- 
sider this agreement was necessary? — He suggested 
that. He did not lay that down as firm law, but he 
said that ivas his view'. 

1852. I understood from you in your earlier evi- 
dence that the reason why the Government was push- 
ing the agreement — am 1 right in suggesting to you 
that it was the Government v'ho pushed this agree- 
ment and not the railway companies? — It w-a.s the 
Government who wanted an agreement. 

1853. Because they feared they might not get the 
gains and might have to bear the losses ; but the 
solicitor to the London and North Western Railway 
Company took the opposite view ? — He put it forward 
as a possible interpretation of the Act of 1871 that the 
Government would have the whole of the receipts. 

1854. And it was on that point that Sir Stanley 
Buckmaster w-as consulted? — Yes. 

1855. Have you his Opinion? — Yes. It is dated 

August 5th, and is as follows : “ I had a conference 
with the Solicitor-General yesterday evening, and lie 
expressed his opinioh that under Section 16 of the Act 
of 1871 each individual railway company taken over 
could put forward a claim for compensation. He, 
hoivever, thought that it would be a good idea to 
work on the lines indicated as the view of the rail- 
ways ” — that is in the memorandum put forward with 
tlie letter of the 8th. “ He considered that, without, 
of course, expressing his opinion upon the details cf 
the agreement, an agreement of some sort should be 
come to on the lines indicated. I would, therefore, 
suggest that Sir Guy Granet, or some other principal 
railway manager, should be asked to have the pro- 
posed agreement reduced into writing and sent here. 
The Solicitor-General also pointed out that he could 
not find any provision in the Act authorising the 
Government to take all the receipts, and he was 
inclined to think that their right to take the receipts 
was dependent upon whether they have to bear the 
expense. At the same time he thought this was 
an additional reason for having an agreement." 

1856. That is the complete thing? — He adds, “ I 
return the papers," and so on. 

1857. So that really it was not put to the Solicitor- 
General that the effect of this agreement might be 
to enlarge very much the compensation which the 
Government would have to pay? — All I think he saw 
was this memorandum. He says, you see, “ work on 
the lines indicated as the view of the railways." 
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1858. That is enclosure No. 1 to the Board of 
Trade letter, and appears on pages 5 and 6 of the 
1 lint, does it not I — Yes. Whether lie had my 
original draft I do not know. 

1859. \ou do not know whether it was on your 
original draft or on the other draft?— On the form 
set out in the memorandum that I believe Sir Guy 
Granet prepared. 

1860. And the two meetings you speak of were 
oil the 2nd and 4th? — Yes. 

1861. And the point that was really before Sir 
Stanley Buckmaster here vas this point of gains 
and losses as between the companies who might gain 

and the companies who might lose? And whether 

under the Act we were entitled to the whole of the 
receipts. 

1862. But not the point whether under this agree- 
ment you thought you were going to be responsible 
for losses owing to the war as apart from the losses 
caused by the action of the Secretary of State?— 
I expect he had before him the railway companies’ 
memorandum, which was the difference in the net 
receipts — loss due to the war. 

1863. In this memorandum, as far as I understand 
it at all, the railway companies said, “ We may lose 
or we may gain. We do not knotv, and we suggest 
this agreement ”-?— That is what was before him. 

1864. I should like to ask Sir William in connection 
with the Metropolitan agreement. The matter was 
referred by Mr. Moggridge to the Railway Executive 
Committee. Why did you take the opinion of the 
Railway Executive? Did you refer to them as the 

adviseis of the Government on financial matters? 

No, I do not think that is as regards financial matters. 
That is as to whether there is any necessity from a 
working point of view to take over those lines. 

1865. Whose note is this that follows that letter 
of Mr. Moggridge? 

1866. Secretary : That is a note put in by the 

department that compiled this correspondence for the 
Committee. 

1867. Because the note turns on . finance, not on 
aperating? — Yes. They could not recommend the 
Government to take over the Tube railways ; that 
is, from the working point of view. - Then they 
expressed a hope that something would be done to. 
help them because there was the difficulty then that 
the Tube companies could not pay the war bonus, 
and we should be probably faced with a general 
strike if the Tube companies did not do so. 

1868. The agreement that was first come to 
appeared to be a clean one that the State would 
guai antee the net receipts of the railway companies, 
meaning the whole of their income durino- the 
standard year? — It reads that; but it was recognised 
there were difficulties about that, and we had a 
meeting later on to determine what we really meant 
by “ net receipts.” 

1869. That is embodied in a letter from the Board 
of Trade dated September 11th, 1914, on page 8?— 

I hat is the letter to the Treasury as to what net 
receipts should mean. 

1870. Would you explain to the Committee why 

there was any difficulty. What was the objection to 
including sums below-the-line? The railway com- 
panies' appear to have desired it, and Sir George 
Beharrell tells us that if only it had been done much 
of Ins difficulty would have been simplified. Why 
was it thought desirable to exclude the below-the- 
hne figures?— There were certain difficulties about 
.. °, n , e , of „ tlle original difficulties was “ general 

interest ' General interest when the railway com- 
panies have a credit balance at interest is revenue. 
General interest when they have got an overdraft 
is not working expenses. 

h i L871 + 'n T i Ue; i Ut if y° u included both above and 
below-the-line those little inequalities would cancel 
one another, and the total receipts would surely do 
away With_ any possibility of confusion owing to 
cross headings ?_It is headed “Miscellaneous 



Receipts (net) ." But I do not know whether that 
general interest item, for instance, is net. If they 
have a balance and they get their interest, it comes 
into the revenue account. If it is the other way, it- 
does not come into the working expenditure. 1 
never understood why. 

1872. That seems to me to be a reason rather to 
have included both above and below-the-line, so that 
there would be no confusion there. The interest 
although debited below-the-line, would in effect, from 
the point of view of the Government, be set off 
against any interest above-the-line?— It did not 
seem to me so, and that was one reason why the 
railway companies wanted' this particular form. 

1873. But is that correct? The railway companies 
at first suggested that the net receipts should mean 

net income ” as shown in the form of the accounts" 
— At first. 

1874. Lower down, if you read, it says “ The com- 
panies are, however, willing to agree." That seems 
to suggest that they are making a concession in their 
minds. They say: “The companies are, however, 
willing to agree to the omission of this and all other 
items under the headings of ‘Miscellaneous 
Receipts (net) if His Majesty’s Government . is 
prepared to make monthly payments on account " - 
it would seem that the objection to His Majesty’s ■ 

overnment making monthly payments on account 
would have been removed altogether from the point, 
of view of the State had the below-the-line figures 
been included, .because they would have made on the. 
swings what they lost on thq roundabouts. There 
was no advantage to the Government in making net 
concessions, and. yet apparently the company thought ; 
they were making a concession in return for some- 

w-n 0t SUre ' 1 know was a point to 
w iich Sir William Plender attached importance to 
get a clear cut line as to what were net receipts 
A good many of the items that come below-the-line 
weie fairly constant and did not make any differ- 
ence either way-lump sum tolls, for instance It 

items” 8 SUgg6Stl0n t0 leave off after the first seven ' 

Tmft Wha * ' Y q S 1 ” S Posifiori when he advised that® J 
— that was m September, 1914. . ' 

Wh ^ 1,6 tllen? What official position 

ssirsE ‘ft 
£ ^s B °rst mat Mjts 

pi a , ma ^ er °f fact, at -that time Sir William 
Blender was advising the Government on all sorts of 

— CerIairdv S audltor of tlle railway companies? 

theGo;ernmentt^S™ a “^ d - a dvised 

tioi^ 

to the benefit of the railway companies ?_I thfnk it 
has, because they have had very large sums Tor 
general interest. g ms t01 

nnf'l^fA 0 th n e effect of an event which was- 
not contemplated when the agreement was made- 
that is the question they have had a cash payment 

that effeck ° f mnintenanL ' e ? -Yes, it would have had 

J™' And the Treasury appear to appreciate that 
1 omt on page 48, when the railway companies were 
seeking to revise the rate of percentage to be allowed 
upon arrears. The Treasury in Clause 6 sav “ For 
obvious reasons My Lords would have preferred to 
make no further payments on account, -'deferring 
settlement until the companies were themselves called 
upon to defray the expenditure." Then they <r Q 0 n 
to say why they object to it.' They say it is because 
the railway companies get great benefits below-the- 
ime?— L think other reasons were that they were short 
or money. 

1881. If they were short of money, surely that is 
a ground for not making any further payment?— 
les; they say they would prefer to make no further- 
payments. 
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1882. It seems rather strange to me that the 
Treasury gave way so easily upon this point. I think 
you will agree that the agreement to pay 12 ^ pei 
cent, was one upon which the Government would de- 
rive great advantage, because it was a settlement or 
the extent of their liability up to 1915 P— Originally 
it was. 

1883. And as that was a distinct settlement of lia- 
bility, it was quite worth the Government’s while to 
pay the railway company a cash sum from which they 
would derive a benefit? — Yes. 

1884. So that there was what we call in law a 
valuable consideration for the concession? Yes. 



1885. And when the railway companies wished to 
reopen the question and wished it now to be merely 
a payment on account, leaving the whole question for 
settlement to some later date, the concession was 
ma de?— Largely, I think. 



1886. And consequently the Treasury were quite 
entitled to review the practice of paying the arrears 
of maintenance on account? — Yes. 

1887. T suppose now you rather regret that the 
Treasury gave way upon the point?— Yes; I suppose 
it would have been very much to their advantage from 
the financial side if they had not given way upon it. 

1888. But even at that stage I suggest that Sir 
Herbert Walker took up the position that the rail- 
way companies derived no advantage at all fiom this 
payment. Will you look at page 51?— This is the 
memorandum commenting on the Treasury letter. 

1889. In the centre of the paragraph headed Clause 
7, it savs: “ The Committee in no way dissent from 
this view, but they would point out that if any 
attempt were made to strike a debit and credit 
balance of interest, many other items would have to 
be brought into account,” or they rather suggest 
that in 1917 the benefit they derived was very trif- 
ling?— That is the suggestion. 



( The Witness withdrew.) 



Sin George Beharrell, D.S.O., recalled and further examined. 



1890. I think, Sir George, you were going to make 
a summary?— Yes, 1 have done that. Do you wish me 
to go direct to the summary ? 

1891 Not if there are other things that, are neces- 
sarv for us to hear .-I think there is one. point yon 
should hear. It is very germane to the part of th 
enquirv that you had. You remember you asked me 
a good many questions as to whether 1913 was a very 
good year for the railway companies. 

1892 That was so?— 1 submitted to you figures 
which showed that the amounts available for interest 
and dividends on the controlled railways for 1911 was 
£45 191 000 ; for 1912 it was £44,168,000, and f<n 19 

it was £46,499,000. Those are the figures which 1 
gave, but I explained at the time that those figures 
did not reflect the provisions which I felt— and a good 
many of us know— were made to a considerable extern! 
in 1913. I have taken the opportunity since the last 
sitting of the Committee to examine some of the 
speeches of the chairmen of the railway companies 
dealing with accounts for the year 1913. They are 
rather interesting. I will not trouble you with long 
extracts; but a few short ones, I think; will probably 
help you to form an opinion. The Great Western 
said : The total railway revenue showed an increase 

of £1,071,000.. 

1893 That means the Great Western revenue?— 
Yes; that is the total railway revenue. The dividend 
makes 6i per cent, for the year, as compared witli_ 8 
for the year 1912, the amounts carried forward being 
practically the same. The chairman went on : 1 thinL 
you will agree with me that this is a very satisfactory 
state of affairs. We will take a small line, the Biecon 
and Merthyr. The chairman .said : It was absolutely 

a record; it was the finest report the company had 
been able to issue since its formation. The North 
Staffordshire said : It was the best the company had 
ever had The turnover was a record; the dividend 
was a record. If they looked at the accounts they 
would find that for the first time they had placed a 
sum to the general reserve of £8,000. Now we come 
to another large company — the London and South- 
Western Company. The chairman said: I say most 
emphatically to you that, since I have been connected 
with this railway we have never been able to place 
before you such a satisfactory statement as we place 
before you to-day. Never have our receipts been 
earned, with so little cost, and the ratio of expenses to 
revenue been so low. The increase in passeng er train 
traffic amounts to £108,000 and the goods tiain 
to £84,000. The increase in the railway ex- 
penditure has been £76,000, which shows that of the 
increased revenue we have been able to retain no less 
than 60 per cent, as net profit, which is a most satis- 



factory result. The Midland said : I think you will 
agree, when you have carefully investigated them, 
that the first accounts in their new form presented 
to you are satisfactory. Not only are we recommend- 
ing a dividend at a higher rate for the year than you 
have received for many years, but they shoiv you a 
the Board have built up substantial reserves and de- 
preciation funds which place the company m a sound 
position. I will not deal with some of the small ei 
lines, they are pretty well all on the same tenor. The 
Glasgow and South-Western is not quite so optimistic ; 
he says : The year 1913 was one of unexampled activity 
in trade, not only in this country, but throughout the 
world, and he was pleased to say that their company 
had reaped a modest share of the benefits which had 
accrued therefrom. Coming to the Great Noitliein 
Railway of Ireland : It is mainly on account of this 
unusually heavy traffic that we are recommending 
you to now treat the result of part of the profit of the 
year as a windfall, and to declare, not an addition to 
the dividend, but a bonus at the rate of 10 per cent, 
for the year on ordinary stock. The Great Southern 
and Western — this on the question of reserve: We 
consider that to put the company in a really strong 
position to face all eventualities which may reasonably 
be anticipated, we should endeavour to build up a 
reserve fund of at least £200,000, and this seems a 
fitting occasion to get very dose to it without trench- 
ing on our 5 per- cent, dividend for the year. The 
North-Eastern I can deal with quite shortly : IF e 
have not paid so high a dividend as 8J per cent, in 
any half-year since 1883. The large increase in 
revenue is due to a period of great prosperity in 
trade.. 

1894. With regard to the company before that, 
might we understand whether that was a transfer of 
£200,000 to reserve made out of the declared profits, 
or was it a provision in the accounts? — It would be 
a provision in the accounts out of declared profits. 

1895. It is out of the declared profits which are 
taken as the standard figure for the purpose of this 
agreement? — That is so. 

1896. In one or two other cases you spoke in the 
same way of sometimes transferring to general 
reserve and sometimes provision. 1 presume that 
where you said “ transfer to the general reserve ” 
it would he in all cases out of the declared profits? 
A general reserve would he out of declared profits. 

1897 But in the case of provisions — “ substantial 
provisions for repairs ” I think was one of the 
phrases you used — that would be an item which would 
appear in the general repairs account and be 
treated in the way which we have discussed ad 
nauseam for the purpose of arrears of maintenance.' 
— That is so. 
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1898. You now agree with me that 1913 was a 
diabolical proposition? — That is rather a difficult 
question to put to a witness. I have always said 
that 1913 was an extremely favourable year on which 
to base an agreement. 

1899. But there is not quite so much involved 
in it. Those only refer to profits available for the 
ordinary shareholders who are a very small pro- 
portion of the total? — No; this is balance available 
for all dividend. The balance available for dividend 
is before you pay any preference stock or anything. 

1900. It is, broadly speaking, £2,000,000 higher 
than the average of the previous years? — Yes, but 
that is without taking into account any of the special 
provisions to which we have referred. 

1901. Was there a year prior to 1913 when there 

was something like the same exceptional condition? 

There have been cycles of good years, but I think 
1913 was certainly the highest peak of net revenue 
which the railways had ever experienced. 

1902. 1883 was referred to, I think? — Yes; but 
it was nothing like so high as that. 

1903. Taking the period you gave us before — 
£44,000,000 and £46,000,000. It looks like 
£2,000,000 spent on improvements and £2,000,000 
on extra dividend? — I do not quite follow. 

1904. I was taking the statement made just now. 

I assume that meant £2,000,000 extra profit and 
you gave the difference between £44,000,000 and 
£46,000,000 — £2,000,000 extra spent on maintenance 
and improvements?--That is going back to the other 
table. 

1905. Yes. If ive take the two things together 
we arrive at about what 1913 represented, namely, 
£4,000,000 above?— Some of that £4,000,000 may 
be increased prices. 

1906. There was coal? — Coal was Is. a ton up. 

1907. It came to £100,000? — Rather more than 
£500,000, I think. 

1908. You informed the Committee that the profits 
had increased. How much had the capital increased? 
— Between 1912 and 1913? 

1909. Yes. Without looking, I could not tell you; 
but I think you may take it as £5,000,000 or 
£ 6 , 000 , 000 . 

1910. And the interest on that sum would be? 

£250,000. 

1911. A true comparison, then, is to deduct the in- 
terest on the new capital from the difference in the 
profits in the two years? — Yes. 

1912. Plus the higher prices it would give you 
about £3,000,000? — Yes. 1913 was notoriously a 
good year in the railway world. 

1913. You have established your case that that was 
a good year? — Undoubtedly. 

With your permission I will now briefly 
summarise the points which appear to me to 
be of the first importance. I would point out 
that whereas the intention of the legislature 
in the Regulation of the Forces Act of 1871 was 
to provide compensation to the railways for loss or 
injury sustained by the exercise of the powers for the 
purpose of meeting a national emergency such as 
war, that intention has, in fact, by the general trend 
of these arrangements, been converted into as com- 
plete a guarantee as the ingenuity of the companies’ 
representatives could create, against the Govern- 
ment’s action and all other collateral effects of the 
war. The principle involved by this change does not 
appear to have been clearly visualised, or fully de- 
bated, at any stage, and as the arrangements were 
made piecemeal, they never seem to have been fitted 
by those responsible into a portrayal of this conver- 
sion. There are instances throughout where arrange- 
ments or a line of thought — originating obviously 
from the conception of a short war or a weekly 
possession of the railways — have been prolonged 
throughout the seven years, and have created condi- 
tions which cannot have been intended by those who 
made the arrangements. But, as in the instances 
quoted below, as regards interest on capital, and 
diversion of assets from above the line earning to 



below the line earning, there should be complete 
reciprocity throughout. 

Apart from these general points, the more im- 
portant features of the agreements are as follows: 
First of all, there is maintenance — repairs and re- 
newals. I will give what I believe to be the com- 
panies’ claim, and, then, what my views are after- 
wards. 

-The companies claim that they are entitled to spend 
wliat is necessary, with no limit — that is, on repairs. 
This applies to all Abstracts. With regard to re- 
newals, the companies admit that for complete 
renewal of running lines and rolling stock they are 
liable for 1913 cost of any excess work over 1913 
quantum, but claim that the Government is liable 
for additional cost over 1913 prices. With regard 
to other renewals — that is, other than rolling stock 
or running lines — the companies claim to have the 
same latitude as in the case of repairs, except in a 
few cases where there has been a definite programme. 
They further claim that each Abstract stands by itself. 

I submit that maintenance must be treated as a 
whole, and that there should be a strict adherence 
to the 1913 quantum. In my opinion, this would 
be in conformity with the spirit and intention of the 
agreements, and is essential for the protection of 
the Government, the quantum adjusted, of course, 
to current prices, after allowing for variations in 
units maintained. If, owing to special circumstances, 
repairs in excess of 1913 quantum are necessary, they 
should forur the subject of a special claim for ab- 
normal wear and tear which would have to be specially 
adjudicated upon. Further, where sums have been 
paid on account of arrears of maintenance, there 
should be a definite term fixed at the end of which 
it can be assumed that a line is in a pre-control 
state of repair, and any unspent funds in respect of 
arrears should revert to the Government. I can find 
no agreement that the Government would pay the 
balance on arrears of maintenance before the work 
is actually carried out. But I have referred, during 
my evidence, to a memorandum of a meeting where 
it was stated that it was desirable that the whole 
accounts should be cleared up within one year of the 
end of control. 

The next heading is the calculation of maintenance. 
The companies claim under Circular 686 that they are 
entitled, in calculating provision for renewals, to 
take into account increased first cost of rolling- 
stock, even when due to renewal during control at 
Government expense. As the provision is at 1913 
prices subsequently adjusted to current prices, I sub- 
mit that it is inequitable and incorrect to have re- 
gard to increased first cost due solely to replacement 
in kind by the Government. Further that as future 
renewals will presumably be carried out in the 
companies’ own works the additional cost of building 
in outside contractors’ works owing to temporary dis- 
turbance should not be taken into account. 

Further in regard to the calculation of mainten- 
ance: No allowance in respect of repairs was made 
by companies owning rolling stock sent to France for 
years earlier than 1919, in respect of which year the 
formula was amended. I submit that in view of the 
fact that the companies were relieved of these repairs 
and also that the cost of reconditioning is separately 
paid for by the War Office, the arrears of maintenance 
formula should have made the necessary allowances. 

A similar question arises with regard to permanent 
way which was sold and not lent. 

Accumulated maintenance funds : Monthly pay- 

ments on account of arrears of maintenance were 
agreed. Owing to the length of the period of contra 1 
and the smaller volume of work performed these funds 
at 115 per cent, of 1913 prices now amount to about 
£40,000,000. I consider that the interest should have 
been credited to these funds thus reducing the 
Government’s ultimate liability. Further, that the 
portion representing repairs should now be spent 
before any further charges are made in Government 
account. The companies’ contention at the time the 
arrangement was made was that these funds were 
necessary to “ compensate ” them for increased float- 
ing capital. I do not accept that statement, as 
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statements submitted show the growth of outside 
investments, for 14 companies only, from £5,000,000 
to £48,000,000 since 1913, and in any case no obliga- 
tion rested with the Government to provide the 
companies with capital to finance this business. 

1914. You say, “ the companies’ contention at the 
time the arrangement was made,” Did they put 
forward that contention at the time the arrangement 
was made? — They did. 

1915. And you say that in any case no obligation 
rested on the Government to provide the companies 
with capital?— I said 1 do not think any obligation 
rested -on the Government. They took over the under- 
taking with the working capital. “ Control ” had 
nothing to do with it. 

1916. When you say control had nothing to do with 
it, are not you rather going back to the narrow 
reading of the 1871 Act as to the consequences of 
taking possession and not accepting for the purposes 
of that sentence the broader idea involved, in the 
agreement? — I think even in the broader idea in- 
volved in the agreement you can say the companies 
have to provide" the working capital. I think this 
obviously was a wrong way to deal with it. If the 
provision of additional working capital became a 
really serious item, then machinery was provided for 
dealing with new capital. There was a.n arrangement 
for interest on new capital. That was the appro- 
priate and fair way of dealing with this. 

1917. But at the time the arrangement was made, 
the companies were actually saying., “ We want this 
monev, and the reason we want it is to help us with 
our increased capital”? — That was the companies 
contention at the time. That was the argument for 
the monthly payments on account. 

1918. Was it in writing? — I think it is m the 
correspondence. 

I will now deal with abnormal wear and tear. 
The companies are claiming as abnormal wear and 
tear items merely arising in control but not due to 
control. I submit that only claims due to control 
should be considered. All claims for abnormal wear 
and tear should be specially submitted and specific- 
ally certified by an Executive Officer and be the 
subject of close examination. 

1919. Do you consider that the Government in any 
way is committed to any other interpretation than 
that which you favour? — I do not think so. I have 
already given you the illustration of the Folkestone 
slip, which would appear at first sight to commit the 
Government. But the claim was not put forward 
as an abnormal wear and tear claim ; that, phrase 
was never used in connection with that claim, and 
I really think we are entirely unfettered by the 
reference to any previous decision on this point. 

1920. Would not that drive you into the difficult 
conclusion that you would have to examine evei.y 
repair that has been undertaken to see whether it 
was a normal or an abnormal repair, and, if so, to 
-what case it was to be attributed ? — I do not think it 
would quite drive you to that; but I hope you will 
not press me to lay down the formula for an abnormal 
wear and tear claim. 

1921. I was only trying to imagine how this ques- 
tion would be dealt with, because if the railway 
companies do not put it forward as a claim but 
simply pass it through their accounts in the ordinary 
course, the question would never be raised unless 
the Government auditors raised it? — The wily they 
pass it through their accounts is where I am 
challenging them. They say it is an abnormal wear 
and tear item so they increase their claim for main- 
tenance. If they do not show it in that way, I am 
quite happy if we can get a limit as to what they 
can spend. 

I will now deal with interest on capital : The com- 
panies receive interest on new capital works or plant 
but no credit is given in respect of capital works 
displaced but not replaced or plant realised. For 
■example, lines taken up or steamers sold. I submit 
with every confidence that the arrangements should 
be reciprocal. This principle should apply to realisa- 
tion of capital assets not credited to capital but 
placed in suspense, for example, the large sums 
received from the Government for lost ships and in 
most cases not credited to capital. 



Revenue rebates : It lias been claimed that the 
companies are at liberty to make at Government 
expense special rebates to obtain competitive advan- 
tages. I contend that such rebates or any reductions 
from book-rates should not be given during control, 
but if given it can only be with a view to post- 
control position, and should therefore not be charged 
to the Government. 

1922. Was that really a substantial point during 
the war — under control? I do not see the point of 
the rebate? — The only point is to secure or establish 
a post-control position in relation to certain traffic. 

1923. I agree — but during the war? — For this pur- 
pose they are still under control, and rebates have 
tjeeri given which can only be for the establishment 
of a post-control position. 

1924. During the currency of the physical war, so 
to speak — while the actual fighting continued — was 
this prevalent? — This particular case I have in mind 
goes back to 1917 ; but there may be others. Cer- 
tainly the one I have in mind goes back to 1917. 

1925. This is the other barrel. They claim to 
increase expenditure, and now they claim to reduce 
receipts ? — Yes. 

1926. A method of benefiting at the Government 
expense? — Yes, and a very effective one — and illegal. 

I now come to the alteration in use to which pro- 
perty taken over has been put. Certain premises 
used in connection with earning 1913 above-the-line 
revenue have been devoted to other purposes and the 
income credited in accordance with the companies’ 
practice of dealing with such income below-th e-line. 

I submit that property taken possession of in 1914 
remains in possession of the Government until the 
end of control, and all revenue accruing due to alte- 
ration of user should belong to the Government. 
Interest on the value of property earning below-the- 
line revenue in 1913, but subsequently taken for 
above-the-line purposes has been allowed, although 
the capital expenditure was not of recent date. No 
objection is taken to this, but it should be reciprocal. 

Bad debts : Some companies in 1913 charged bad 
debts to below-the-line fund, and did not reduce 
traffic receipts. Under Section 3 (d) of the Blue 
Book, these companies now charge bad debts to the 
Government. I submit that, as in the case of cer- 
tain companies, the receipts in the base year were 
not reduced by . any provision for bad debts, those 
companies should continue their 1913 practice 
throughout control. 

Replacement of stores: The existing agreement 

(Pink Book, page 89) provides that the Government 
shall pay to the companies the difference between 
book prices in 1914 and book prices at end of con- 
trol on stock of stpres at latter date, not exceeding 
stock of stores on hand at commencement of control 
period. Further, in case of a shortage, the Govern- 
ment to pay the difference between book value in 
1914 and replacement prices on the deficiency. In 
other words, it is as if the companies’ storehouses have 
been locked on the day control commences, and un- 
locked at the end of control. Apart from the 
relevancy and equity of safeguarding the companies 
against the collateral effects of the war, I submit that 
the stock of stores is an essential part of each under- 
taking of which possession was taken. The companies 
have been paid a proper issue price for all stores 
consumed, and as rates have since been fixed, having 
regard inter alia to current cost of stores, I am of 
opinion that, on. that new ground alone, the Govern- 
ment should not be called upon to bear a burden 
which has now been placed on the users of the rail- 
ways. If they are, the companies, at the end of 
control, will hold a pre-war stock of stores standing 
at pre-war prices in their books with charges based 
on current prices, a circumstance quite unforeseen 
when the Pink Book was issued. 

I give now two instances where you have got points 
of vTew of the companies quite divergent. I think, 
generally speaking, the main points of principle I 
have dealt with up to the present are where the 
companies as a. whole interpret the agreement in 
that way.. Here we have divergence of opinion as to 
the meaning of the agreement, but they are quite 
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important, and I think it fit to summarise them, 
putting them in a different class from those you have 
already dealt with. Some companies calculate in- 
creased cost of renewals due to rise in prices on 
gross cost, and not on net cost, for example, after 
allowing for scrap value or sales. The Accountants’ 
Sub-Committee and Government Accountants dissent 
from this method of calculation, and I am in agree- 
ment with the Committee. All companies shotild be 
required to calculate increased cost on net, and not 
on gross, cost. 

The second item of this is : Some companies, in 
charging for engine power used for permanent way 
maintenance, have continued to apply pre-control 
rates, which rates are, under the formula, reduced 
by a percentage intended to represent increased 
cost. This unduly increases the arrears of main- 
tenance. I submit that all debits between abstracts 
should be made at current prices. 

If 1 may, I would like here to remind the Com- 
mittee that the mere settling of the accounts, which 
in some cases have not been completely checked since 
1915, is bound to be a lengthy and costly process for 
the Government, and one probably in the end involv- 
ing protracted proceedings before the Railway and 
Canal,. Commission, although this Court would be 
primarily concerned in the construction and inter- 
pretation of the documents rather than the con- 
sideration of the exceptional war conditions under 
which the arrangements were made. That is my 
summary of the main points which have emerged 
from the observations we have had. 

( The Committee deliberated.) 

1927. Witness : With reference to Part 3 of the 
reference to the Committee, it reads as follows : — 

“ Whether, with due regard to cost, any further steps 
should be taken to secure that the interests of the 
State in reference to such agreements are adequately 
safeguarded.” I have referred at considerable 
length to the steps which have been taken from the 
acountancy side to safeguard the interests of the 
State in connection with the large sums of money 
involved. Apart altogether from these measures, the 
Minister has introduced a very full series of statistics 
which have the effect of reflecting the operating 
efficiency of the various lines. These statistics enable 
a number of units of efficiency to be arrived at which 
has hitherto not been possible in connection with 
British railways as a whole, and we can now ascertain 
the average wagon load, the average train load, the 
net ton miles of freight moved per hour, the per- 
centage of time a locomotive spends in effective work, 
the proportion of shunting to running time, the 
proportion of time a wagon is moving, and so on. 

It cannot be said that these figures have been used 
in connection with any audit up to the present ; 
but it must be remembered that they were only intro- 
duced this year, and the last accounts at present 
being investigated are for the year 1919. The object 
of the statistics is primarily to enable railways to 
be operated in the most economical manner. They 
must be used largely by comparison and contrast, and 
they become more and more valuable as time passes; 
in fact, the whole subject now has been referred by 
the Minister to the Railway Advisory Committee, and 
a Sub-Committee of that Committee consisting of 
general managers and employees — special attention 
being drawn to the more important and outstanding 
features of the summary. The results in some cases 
do not show much progress as yet, but it is surprising 
herw much money is involved by a slight improvement 
in some of the units deduced from the figures. For 
example, the average train load is 133-82 tons; but 
an increase of 10 tons in this figure would mean a 
saving of £1,700,000 per annum. Similarly a wagon 
load on the average is only 5-46 tons, and an improve- 
ment of only half a ton in the average wagon load 
would mean a saving of over 4J millions a year 
Tnese figures are an indication of what is possible 
and I will illustrate that by referring to the figu'-I 



™ 4 qv T Pei ' eUglne ll0Ur ' Tllis has »«rease Q 
fiom 410-93 in January to 445-47 in July, or 8-41 per 

cent. This improvement means that if instead ol 
workmg the net ton miles per engine hour in July 
the railways had only worked the same net ton 
miles as they did m January, the additional expens* 

dur u C o. 0n r1 1Ve + P ?r r al ° ne would llaTO bee n increased 
1 l oof dul y at tlle rate of nearly £3,000,000 a year 
r ,if- i? there anything seasonal in January and 
y. there may be something seasonal. This im- 
provement is entirely due to speed and not to better 
loading. Unfortunately, this is the first lot of 

?n a R Stl + S ’ T + W6 T qUit6 lmable with all y accuracy 
to locate what is due either to seasonal traffic or to 

bettei working. The statistics are primarily designed 
to aid management, but the factor of a check in 

fiX^W C0S + t u f °, r f the Protection of the State was 
ully before the Minister when the statistics were 
mtioduced. Assuming for one moment that for some 
reason or another a system of smaller train loads was 
instituted a drop in the average train load of 20 
tons would mean an increase in locomotive working 
expenses chargeable to the Government of probably 
not less than 4J million pounds per annum. These 
figures are only illustrative. The statistics cover a 
wide range and have a great value from the point of 

Ivera^e ^ trade ° f , the oou ntry. AVe now know the 
average rate charged per ton mile for freight as a 
whole, and information is being compiled for each 
piinmpa 1 traffic. Previously even the information as 

Cos W f nage -i° f commodities of the flimsiest. 
Costing of railway transportation is exceedingly 

thfTid’of th defimte figm ' es are impossible, wfth 
the aid of the various statistics it is now possible to 

make an approximation of one, if rightly used, with 

whirl wd °h S ! J 'T akneSS and limitations, 
which will be extremely valuable in considering the 

adjustments of railway rates in the future. That was 
of rW k Ummary aS thG activiti ' es in the direction 
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the^os/nf^r 118 t a at u aS a manufacturer takes out 
the cost of the goods he produces, the railway com- 

P aay should know the cost of its services? That 

fio-! 930 ’ d o lle railway companies had not those 
figures before?— That is so. 

1931. Did it cost them much to get these figures? 
One sees m the papers wild guesses at what the 
cost ol the new statistics has amounted to The 
actual amount shown in the accounts of the companies 
all the statistics for the nine months ended Sep- 
ember was £260 000— I am speaking from memory, 
hat to my mind, seems a high figure, but of course 
t falls far short of the fantastic figures that have 
been mentioned. 

- Taere 1S 0116 very important fact to be kept in mind 
m this connection. A large amount of the work is 

e ^ by men of fairl y high standing in 
the Clearing House .whose work Is temporarily 
suspended owing to the operation of the Government 
guarantee when receipts between companies are not 
ascertained Those men are being used. They are far 
too high-salaried men for that class of work. It is 
not work m the main which lends itself to highly 
paid men. You want a few exceedingly good men 
and the rest of it should be done with junior labour 
or with girls using machines to a very large extent. 
At the moment however, it is being done by the com- 
panies m not the most economical way. 

1932. Are similar figures i'n use in America? — Yes 

and even more extensively. ’ 

1933. Is your point that you are seeking a criterion 
in order to judge whether there has been undue ex- 
penditure during the period of control?— I am afraid 
it is impossible to say during the period of control 
but during the current period— since the statistics 
were introduced. 

(The Committee deliberated.) 
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Mr. WILLIAM GRAHAM, LL.B., M.P. Mn.- W. PETER RYLANDS. 

Sir HARDMAN LEVER, Bart., K.C.B. Mr. E. TWENTYMAN (Secretary). 

Sir George Beharrell, D.S.O., recalled and 

.further examined. _ 



1934. Witness : There was a point, you remember, 
that arose in the discussion of this very vexed ques- 
tion of repairs and renewals, and I was particularly 
struck with certain questions which were put .to me 
when those points were before the Committee. I. have 
o-iven a good deal of thought and consideration to 
Section 4 of the Blue Book, which is on page 29. 
You will notice there that it says, “ The 'expenditure 
chargeable for the control period must be ascertained 
as far as it is possible to do so, with the . proviso 
that the ' dmou'ht charged for the renewed of pern 
manent way and rolling stock is not to exceed th e 
amount included in the corresponding period of 
1913 Now I would like just to dwell for a moment 
on the word “ renewal.” ' This has been interpreted 
throughout the whole of these accounts, with very 
small "exceptions, as complete renewals. Partial re- 
newals, such as a fire-box m a locomotive, oi 
re-sleepering of a line, have been treated as repairs, 
and in tlie contention of the companies, are at large 
equally with ordinary repairs. Their practice was to 
charge such works under one of two headings : In 
the case of Abstract A it would come under the head- 
ing of repairs; in the case of Abstract B it is a 
heading' which provides for repairs and partial re- 
newals. I do not think, in considering a proviso of 
the kind indicated here, that a narrow interpretation 
of the word “ renewal ” is a sound one; that the 
practice of accounting should not leave at large such 
v&st sums of expenditure as are involved in partial 
renewals of the kind I have mentioned. I think it <s 
one more argument for a definite limitation of the 
quantum for maintenance as a whole. Repairs and 
renewals are inextricably involved owing to the com- 
panies’ practice of treating as renewals complete 
renewals with new material throughout. As an illus- 
tration, if a line were relaid with all new material 
but second-hand rails, that would not be a renewal 
in the accounts of the company, but a repair. It is 
that point I rather wanted to emphasise to the Com- 
mittee, and I think it has a bearing on what was 
in your mind, Sir, when you asked me several 

questions. , , 

1935. I realise the force of your reply; I see whan 
you mean. Has this been the custom of the railway 
companies for many years past? — Since 1913. Since 
the new system of accounts in 1913 was introduced. 

1936. What was their practice before 1913? — There 
was really no definite practice at all; it was not 
codified in any way. I could not say there was a 
general practice. 

1937. Do you suppose for a moment that the .Board, 
of Trade appreciated niceties of that kind at the 
t’me this agreement was made? — I do not think they 
had the slightest idea of it. 

1938. The suggestion I want to make to you is 
what was in the mind of the Board of Trade, at all 
events, was that a renewal which an ordinary man 
would conceive to be . the replacement of worn-out 
tackle, whether- it is a part or -a whole, was a renewal 
—a repair is something which is broken ?— Patching. 



1939. A breakdown of some sort. You agree that- 
that. would be an ordinary - person’s interpretation of 
the' two different sorts of maintenance? — I do. 

• i 1940.- Andy consequently, if an ordinary man was- 
approaching this question would he not take the view, 
that renewals in that sense, in the fullest sense, would- 
be ■ approximately permanent from year to year? 1 

think so. ' ; , ' 

1941. And that it is very important that it should 
be clearly confined to the* 1913 experience, as other- 
wise -it would be possible, if the railway, companies 
could put under the heading of renewals anything— 
it would be possible to magnify the account indefi- 
nitely ?_I think that is the ordinary construction . 

.1942. On the other hand, repairs with this limited 
construction I have sought, to put on them — if repairs 
were limited to what was. absolutely necessary, for the- 
maintenance of the line, no question of improper 
charge could be raised, and the Government might 
he expected to meet the cost without reference to any 
limit P— I would follow you there if it could he shown 
how you can define what is necessary for the main- 
tenance of the line. . ■ ' 

1943. Yes. But if it were a broken thing of an> 
sort that had to be repaired — small parts ? Such 

as a broken wagon-coupling ? 

1944. Yes — a coupling-hook, or the connecting-rod 
of an engine— if such a thing broke that would be a 
repair which was quite necessary; and it would be 
quite impossible if repairs were limited in that way 
for a railway company to abuse that account . as 
against the Government ?— I would not go so 
far as to say it would be quite impossible, but m, 
would very materially reduce the possibility. 

1945. So that I suggest that an ordinary mart 
approaching this matter might have said at that 
time that repairs — it depends upon whether a 
coupling breaks or does not break, and it would not 
he fair to confine the railway companies strictly to 
any particular limit, they must repair where neces- 
sary hut renewals in the broadest sense must tie 
confined to the 1913 experience?— I think that would 
he quite a proper interpretation, especially if you 
could keep in mind the point of view which everyone 
must have had in these earlier days. No one con- 
templated then that the control and the guarantee 
would extend after hostilities. 

1946. Repairs, even accepting that definition, when 
you are dealing with so big a quantity as the whole 
of the railways of the country, would not they- 
average out?— They do average out in normal 
practice; but it is really suprising now how repairs- 
are exceeding the 1913 quantum in some cases, even 
after allowing for the adjustment of prices. 

1947. I was taking the point just put as to the- 
difference between repairs and renewals, and I was. 
rather suggesting that the 1913 quantum would 
apply even in the case of repairs? — I think it should 

apply. 

1948. Did you give an instance of a company laying 
sleepers in one half-year, then putting the rails down 
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in the next half-year, and that being a repair? — I do 
not think I gave an instance of that, but that is, of 
course, quite within the scope of the present under- 
standing of the agreement by the railway companies. 
I gave an instance of boilers. I have not an actual 
case of that to- which you refer. 

1949. But that would be within the agreement, 
would it not? — Yes, as the companies understand io. 
Just to give one illustration which has been worked 
•out only within the last 24 hours. We have been 
now examining the October account. I find that a 
-company, taking permanent-way which, of course, it 
is more difficult for you to get into excess upon than 
you can on rolling-stock — there is one company which 
i6 an excess company on the abstract as a whole. 

1950. Is this permanent-wav? — Yes. In the month 
of August their expenditure compared with an average 

of 1913, standardising the average at 100, was 557, in 
September 586, and in October 439. Now, the in- 
crease in prices would mean only an average of 300 
throughout at the very outside. 

1951. I am anxious to know to what extent renewals 
and replacements have been debited against depre- 
ciation accounts accumulated prior to 1913? — 
Generally speaking, only complete renewals, and no 
renewals of parts as you understand it in a railway 
account. 

1952. May we take it that all complete renewals 
since August, 1914, have been debited against depre- 
ciation account? — Complete renewals. 

1953. Complete renewals and replacements? — 
Replacements as a whole, hot replacement of parts. 
Only complete renewals. If you have in mind a fire- 
box as a replacement, that has been debited to repairs. 

1954. Or a boiler? — Yes, or a boiler. 

1955. But a new engine, such as replacing No. 
1,094 which was put on the scrap heap last Tuesday, 
is put against renewal account? — Yes. 

1956. Or depreciation account? — Or depreciation 
account to which we pay. When the money is spent 
lle pay the difference between the 1913 provision and 
the present cost. 

1957. That is rather another point? — Yes. 

1958. What I want to get clear is whether these 
replacements and renewals since August, 1914, have 
been debited against depreciation account ? — That is 

*o. 

1959. At 1913 cost? 

1960. Yes — ( Witness ) : Always complete renewals. 

1961. If replaced in 1917 or 1918?— Yes. 

1962. That will have an important bearing later. 

1963. This Clause 4, page 29, is part of the Blue 
Book? — That is so. 

1964. And the Blue Book is the first document 
which appears after what I may call the 1913 net 
receipts agreement — the first explanatory document? 

— Yes, that is so. 

1965. And this Clause 4 is the first clause which 
deals with expenditure?— The first formal clause. 

1966. Yes. And the principal item of expenditure, 
nt all events so far as our Inquiry is concerned, is the 
item for maintenance? — Yes. 

1967. And maintenance can he divided into renewals 
and repairs? — That is right. 

1968. Now, in this Clause 4 the only word that is 
used is “ renewal ”?— That is a proviso. 

xt 19 ! 69 ' ^ eS ’ - the amoullt charged for the renewal. 

, Nothing is said in this clause about repairs at all? 



1970. And nothing, I think, as far as I can see is 
said up to Clause 4 fg), which deals with arrears of 
maintenance work. — That is so. 

1971. The word “ repairs ” is never used? Now I 
want to get this clear in my own mind as I am not 
quite clear about it yet. In Clause 4, in the proviso, 
it is laid down that the amount charged for renewal 
is not to exceed the 1913 amount? — In that parti- 
cular Clause. 

1972. That is laid down — renewal? Yes 

,, 1 ? 7 ^- Xs iX th ? contention of the railway companies 
fhat that proviso with regard to renewal, limiting 
H to the 1913 amount, does not hold uood with 
regard to repairs?— Clearly. 



1974. That is their contention? Certainly. 

1975. So they make a distinction between renewals 
and repairs? — Yes. 

1976. And they say, as far as renewals are con- 
cerned, they admit they are tied to the 1913 amount? 

Renewals, as they define them in their accounts. 

1977. Yes, I understand that. But as far as they 
define renewals they are limited to this proviso ; but 
as far as regards repairs they are at large?— Yes, 
subject to the variation which was brought about 
by the alteration of the formula which threw upon 
the Government the cost of extra renewal additional 
to the 1913 prices— subject to that; but vou are ask- 
ing me broadly? 



1978. Yes. So that even as far as renewals them- 
selves are concerned there has been some waiver, at 
all events as the railway companies contend, e’ven 
as tar as renewals are concerned; but as regards 
repairs they have been at large from the commence- 
ment, and they are at large now? — That is so. 

1979. Therefore it becomes rather a metaphysical 
question as to what is a renewal and what is a 
repair. Take your illustration of the fire-box. I 
do not know much about fire-boxes, but 1 take it that 
there are fire-bars in a fire-box?— Certainly. 

1980 So that if you were putting in new bars that 
would be a renewal of the bars, but it would be a 
repair to the fire-box? — It is considered as a repair; 
ic is charged as a repair. It is charged to current 
expenditure, and not to any provision fund. 

1981. But it might be regarded as a repair to the 
bars? — A renewal of the bars. 

1982. Yes; and a repair to the fire-box? Yes. 

19 83. Then if a fire-box is put in, that might be 
regarded as a renewal of the fire-box but a repair 
to the engine? — Yes. 

• 1 I? 4 \.' Ac ° 01 ding to tllat > if - vou renew something 
m St. Pancras Station 

1985 I am trying to find out the contention of 
the railway companies — That is their contention. 

1986. Hi at is really the contention of the railway 
companies, as far as I understand it from you, that 
unless something in its entirety is renewed it is a 
repair? — That is so. 

1987. So that we have here a tremendous field of 
difference? — Yes, quite. 

1988. Which is bulking extremely largely in the 
claim? — ies. 

1989. And do you think that this nicety this 

metaphysical distinction between repairs and renewals 
— was m the mind of the Board of Trade when this 
f J ue Book was prepared?— I should not think so 
lor one moment. 



■flliu 



n * a , y ever contemplated, you think, 

that these words which are put in here— this proviso 
with regard to renewals— could be interpreted so as 
to leave repairs at large?— I would not go quite so 
far as that. I think it was understood that repairs 
were at large when this Clause was agreed ; but I do 
not th’nk that the parties negotiating the agreement 
ror the Government appreciated how much they were 
leaving at large. They did not appreciate, I think, 
the narrow interpretation of renewals which has been 

P inni PO n lt-that is ’ ib must be a complete renewal. 

1991. Can you tell me how far you think they were 
aware that repairs were left at large?— You can only 
come to that conclusion (by inference. But, of course 
we hawe always to keep in mind the circumstance 
that this was drawn up at the .beginning of the 
war and no one had any idea that the Government 
would have any responsibility for the railways at a 
time when excessive repairs could in fact be 'carried 
ou,;. Even at this time it was becoming difficult fully 
to maintain the railways. 

in 1 ? 92 ' x rea ! ly , want S' et this clear— when you say 
that you think that even at the time when this Clause 
was prepared it was in the mind of the Board of Trade 
that repairs had to be at large to some extent, do you 
mean by this that they agreed that repairs taken 
over the whole period could exceed the 1913 quantum 
for any year ?— They never thought for one moment 
they would reach the 1913 quantum during the period 
or control. 
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1993. Then when you say it was at large, you think 
it may be less ? — Yes. 

1994. They were not tying themselves to pay as 
much as the 1913 figure P — The arrears of maintenance 
formula gave them the 1913 figure ; they were bound 
to get the 1913 figure under the arrears of main- 
tenance. But during this time the discussion was 
always an arrears question ; the Board of Trade never 
thought of any excess expenditure on repairs ; at that 
time I am sure it was all to protect the companies 
against not being able to spend the 1913 maintenance. 
How they were to be compensated ; there was no ques- 
tion of repairs — at that time it was physically 
impossible. 

1995. The formulae were always headed “ arrears ”? 
—Yes. 

1996. They never contemplated there would be 
excess ? — That is so. 

1997. How do they justify excess at the present 
time — on the basis of the stitch-in-time business P — 
They say it is necessary — and that is as far as we have 
got at the moment — for the upkeep of the lines. 

1998. Do they say it is necessary in consequence of 
arrears ? — It cannot be that when there are excess 
companies over the whole period of control. On 
rolling-stock now we have that. I know of nine large 
companies who are in excess on rolling-stock, and I 
am not sure that that is the full list of those who 
are in excess, because to-day I have no full knowledge 
as to the amounts which have been put into the 
arrears of maintenance formulae for abnormal wear 
and tear, and thus reducing what is called their 
normal expenditure. But even without that informa- 
tion I have to-day nine large companies who are 
already in excess on maintenance of rolling-stock, 
taking repairs and renewals together. 

1999. You mean they have expended more than their 
1913 quantum, allowing for the adjustment of prices? 
- — Yes, certainly. 

2000. And they justify that expenditure purely as 
a necessity? — Yes. 

2001. And they say the Blue Book does not limit 
them in any kind of way except so far as complete 
renewals are concerned, and that with the margin 
that the change in formula gives them. That is the 
position ? — Yes. 

2002. Might I follow that line of thought on which 
I was questioning you before, that rather narrower 
interpretation of repairs and renewals which I 
suggest was probably in the mind of the Board of 
Trade when they were discussing this question? Now, 
while it is true that the word “ renewal ” appears 
in that Clause 4, and that the restriction to 1913 
is confined to renewals, the question of repairs was 
independently discussed, and I think we may import 
into this agreement the correspondence upon the 
point which took place between the Board of Trade 
and Sir Herbert Walker at the time the Blue Book 
was being settled. — I think so, too. 

2003. If you will look at page 7, Document (5), 

Sir Herbert Walker there makes no distinction be- 
tween maintenance and renewal, and he indicates 
that the Board of Trade were very anxious upon the 
point, and that they must be protected from the 
companies spending abnormal sums on those accounts? 
— Yes ; but, of course 

2004. Before you answer I want to refer you to the 
letter from Sir Herbert Walker to the General 
Managers, dated the 13th August — that is, four days 
later — it is not in the documents, it is in the Minutes 
of Evidence, Fourth Day* ? — Yes, I remember that. 

2005. I suggest that those words on page 2 mean 

that while there is to be allowed considerably more 
latitude possibly in regard to repairs, for the reasons 
I have previously suggested; any excess over 1913 
must be specifically justified; “ The Government will 
no doubt, in the absence of special justification, 
expect it to be shown that the additional expendi- 
ture ” 1 take it those words mean will not be 

responsible for the additional expenditure without 

* Vide No. 1185, supra. 



sufficient justification “ was rendered necessary by 

their requirements ” — (which is unfortunately vague] 
— “ or by the exceptional . character or quantity of 
the traffic carried .” The second limitation is very 
express, and the only difficulty which appears to- 
arise is what is the meaning of “ necessary by their 
requirements.” — Witness ; I should submit there that 
all expenditure coming under that heading should be 
the subject of a claim for abnormal wear and tear, and 
dealt with as ordinary maintenance, and passed 
through the accounts in the ordinary way. 

2006. If that is your opinion, can we not import 
. that into the Blue Book and claim that within your 

present limitation that is a distinct restriction upon 
the repair expenditure to 1913? — I think it would 
bear that construction. I should like to hand in 
now the recent correspondence on that point with 
the Railway Companies’ Association, which I think 
clearly shows the point of view that the companies 
now take on this extremely important question. Will 
the Secretary read those letters? 

2007. Secretary : The first letter is from Sir Francis 

Dunnell, Secretary of the Ministry of Transport, to 
the Secretary of the Railway Companies’ Association, 
dated 2nd June, 1920: “I am directed by the 
Minister of Transport to acquaint you that he has 
given close consideration to the question of the 
expenditure by controlled railway companies in 
respect of repairs and renewals to such of their pro 
perty as falls within the scope of the Railway Ayretr 
men't. As he has already explained to the 

Committee of the Railway Companies’ Association 
at the Conferences held in the earlier part of the 
year, the large and unascertained liability of the 
Government in regard to making good the cost of 
arrears renders it essential that he should place 
himself in a position to satisfy Parliament that a 
propel' scrutiny was being maintained over the 
revenue expenditure of the railway companies. lie 
was glad to obtain assent to his proposal that 
important revenue works should be approved by 
the Ministry in advance of expenditure being 
incurred, and, as you are aware, discussions are 
taking place with a view to working out the practical 
details. There is this further consideration. While 
the effect of the railway agreement is to limit the 
amounts chargeable to the Government account over 
the control period to the 1913 standard, calculated in 
terms of costs riding at date of expenditure, and 
modified by any variations in the units maintained, 
it is recognised that strict adherence to this standard 
may not in all cases be practicable or equitable, and 
that extraordinary expenditure may be necessary , 
and the railway companies may desire to claim that 
for certain of such expenditure liability falls upon- 
the Government. The spirit and intention of the 
compensation arrangements, as is fully recognised in 
Sir H. Walker’s letter of the 9th August, 1914, to 
the President of the Board of Trade, are that the 
companies will not seek to spend abnormal sums out 
of revenue, and, although there is no suggestion that 
any railway company would deliberately embark on 
such a policy, Sir Eric Geddes is bound to take such 
steps as will enable him to be assured that the posi- 
tion of the Government is safeguarded in this respect. 
In these circumstances lie desires to make it clear 
that the Government will be unable to admit as a 
charge against the compensation accounts any ex- 
penditure upon repairs or renewals in excess of the 
1913 quantum, unless prior approval has been ob- 
tained. Any company already in excess on any 
abstract or account would no doubt readily be able 
to explain the reasons for such excess. He thinks 
that his requirements would ! be met if each company 
were to furnish programmes of intended work, as, for 
example, in the case of rolling stock, and where that 
is not practicable details of each work estimated to 
cost say, £15,000 or more. The Minister desires to assure 
your Association that he has no intention to delay or 
hamper the business of the companies or in any way 
to interfere with the responsibility of their officers 
for the safe and efficient maintenance of their under- 
takings, nor does he think that his proposals can 
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have any such effect.” The Secretary of the Rail- 
way Companies’ Association replied on the 26th June, 
1920, as follows: “ I am .directed by the Council of 
the Bailway Companies’ Association to acknowledge 
receipt of your letter of the 2nd instant, with refer- 
ence to expenditure by controlled railway companies 
on repairs and renewals on such of their property as 
Jails within the scope of the railway agreement, and 
I am to say that the Association quite understand 
that it is necessary for the Minister , during any 
period in which the Government have to make good 
the railway net revenue, to be in a position to satisfy 
Parliament that a proper scrutiny is being maintained 
over the revenue expenditure of the railway com- 
panies. This, it is submitted, is being effected at 
the present time by the arrangements which have 
been made between the Ministry and. the Association 
for the audit of the railway accounts, and by the 
proposals ( the details of which, as stated in your 
■letter, are under discussion) for obtaining the assent 
of the Ministry to important revenue works in 
■advance of expenditure being incurred. My Council 
do not agree , however, that the effect of the railway 
•agreement is to limit the amounts chargeable against 
■the Government during control to the 1913 standard. 
They have referred to Sir Herbert Walker’s letter 
■of the 9th August, 1914, to which you make refer- 
ence, and in which he sets out the views of the Bail- 
way Executive Committee as to the spirit of the 
Agreement between the Government and the railway 
■companies, and the honourable obligations which that 
Agreement was thought to impose. The Council find 
themselves fully in accord with the views expressed in 
that letter; not only have they reason to believe that 
those views have been acted up to, but, as you 
are aware, the. Bailway Executive Committee from 
the first, through, the Accountants’ Committee, 
took steps to protect the Government against the 
.possibility of unfair advantage being taken by any 
■■ company of the situation created by the undertaking 
of the Government, to guarantee the net revenue of 
the railways. Hut the Association cannot admit that 
there is anything in the Agreement that entitles the 
■Government to disallow expenditure incurred by a 
■company in the maintenance of its undertaking, 
whether such expenditure is more or less than tile, 
amount expended in 1913, simply because such 
•expenditure has not received prior approval, and 
■obviously the Association is not in a position to 
surrender any of the rights of individual companies 
under the. Agreement. The Council are advised that 
2 f suc h a vase should arise, a difference would have 
arisen between the Government and the company 
concerned, which, under the terms of the Agreement, 
would fall to be determined by the Bailway and Canal 
IJommission. 

2008. May I particularly draw your attention, Sir 
George, in your comment upon this letter, to the 
fact that Mr. Cane, on behalf of the companies, 
■does not draw any distinction between repairs and 
renewals? — Certainly. 

2009. So that does not weaken the argument that 
if renewals are restricted, the 1913 repairs are also 
under Sir Herbert Walker’s letter?— That is my 
•opinion. 

2010. If your investigator went to a company at 
the present time and examined what they were 
charging as repairs and what they were charging as 
pal tial renewals, he would be able to compare it 
with their practice in pre-war times and see whether 
they were now charging to repairs what before they 

charged to partial renewals — would he not? Yes 

certainly he would. 

2011. I ra,ther gathered that your view was that 
the companies were now charging to repairs what 
-ought to be charged to partial renewals?— No. I 
would like to get this into its proper perspective if 
I may. The companies who have any provision at 
ah for par.tial renewals are very few in number, and 
reaily not the most important. The broad distinction 
and the general practice of most of the companies 
is that what are known as partial renewals are 
treated as current year-to-year repairs, and no pro- 



vision is made in respect of such partial renewals- 
the only provision that is made is for ' complete 
i en g Weils. 

2012. &o that there is no real practice. If it 

should be admitted that there should be a provision 
that this proviso simply applied to partial renewals 
and did not bring repairs to the 1913 quantum- 
supposing the railway companies succeeded in main- 
taining that, there is no real practice you can dis- 
cover by investigation? No. 

2013. Could you give us the date when the new 
torm of accounts was adopted? — January 1st, 1913 
they were passed in the Act of 1911— the Railway 
Companies (Accounts and Returns) Act, 1911— and 
t lere was a year given for necessary arrangements 
to be made to adopt the new form of account. 

2014. I am very anxious to get to know what was 
the practice pre-war. If it was the practice of the 
railway companies to debit against maintenance 
account repairs and all partial renewals prior to 
- ugust, 1914, and they simply continued the same 
pi actice since, that would be an important fact to 
be considered ?— That is the faot, of course. With 
very few exceptions, . partial renewals were charged 
to ordinary maintenance account in the year in 
which the work was carried out. 

2015. A specific assurance on that point would be 
or great importance to me? — You can take that 
assurance. 

^.016. Because the railway companies might have 
changed their practice after 1913, and it might be 
detrimental to the Government.— But even the con- 
tinuation of the old practice is sufficients serious L 
think. 

201.7. From the point of view of sound finance I 
agree. — And of the Government, too. 

2018. Yes. And that is why I attempted to intro- 
duce it in the first place and tried to get some 
definite principle established. In your opening this 
morning I had that one purpose in my mind, to get 
some specific, definite, sound ruling relative to the 
repairs, renewals, and replacements. In the ordinary 
way of business we know what they are? — Yes. 

2019. And we could not follow the practice of the 
railway companies, that is quite clear? — Yes. 

2020. It is contrary to all principles of sound 
finance. But the facts you have given us this 
morning are, of course, of great interest. Now, what 
becomes of the 1913 quantum after this letter of the 
26th June last is it not modified to some extent? — 
The 1913 quantum seems to have gone altogether in 
that letter. 

2021. Not by the admission of the Government? 

— No. 

2022. The point surely is that nothing the railway 
companies write in June, 1920, can possibly alter the 
position as it really is, and if our minds are to be 
affected it seems to me that Mr. Cane ought to have 
pointed to some evidence showing that the Govern- 
ment had, as a matter of fact, abandoned the 1913 
quantum. — Of course, he cannot produce any such 
evidence. 

2023. And Sir Eric Geddes clearly in his letter — 
the letter at which we are looking is a reply— believes 
that the original agreement stands and the 1913 
quantum governs both repairs and renewals.— That 
is our belief. 

2024. I am referring to the letters as revealing to 
me what the mind of the Railway Companies’ Asso- 
ciation was in June, 1920, with regard to the 1913 
quantum. — Yes. 

2025. Was there any rejoinder to the letter of the 
26th June? — We have had several discussions, but 
nothing has emerged from them except a reiteration 
of the companies’ views contained in that letter. 

2026. You have definitely contested them?— We 
had meetings ip July, and we had a further attempt 
at a meeting after the holidays, and this was one of 
the factors which, I think, convinced the Minister 
that he reallv would have to get some assistance in 
the matter of these agreements. This is one of the 
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letters which impelled the formation of the Com- 
mittee, I think. 

2027. As far as this is concerned we may regard 
the two letters new before us as definite statements 
on both sides ? — Yes. 

2028. You have nothing after this? — Nothing that 
would add to it. Of course, there the issue is joined 
on a very important principle, and one involving a 
very large sum of money. 

2029. May I refer you again to letter No. (5) on 
page 7 — the “ honourable obligation ” letter? The 
fear is expressed there that there should be abnormal 
expenditure on maintenance and renewals? — Yes. 

2030. Under Clause 4 of the Blue Book the proviso 
is simply in respect of renewals? — Yes. 

2031. I think it is clear if you read that proviso 
carefully — if you take the special circumstances, 
additions to length of line opened, that is cleaily 
renewal; and additions to rolling-stock, that is clearly 
renewal ; and then when you come to this letter of 
the 26th June what they say is: “ Bui J the Associa- 
tion cannot admit that there is anything in the agree- 
ment that entitles the Government to disallow 
expenditure incurred by a company in the main- 
tenance of its undertaking ” ? — Yes. 

2032. They do not raise the question of renewal 

there? — No.' But “ maintenance ” there, I should 

say, is used in the broad sense as embodying repairs 
and renewals. 

2033. In view of the Blue Book, Clause 4, do you 
think that is so?— It may be that they had in mind 
just the question of repairs and partial renewals in 
that word “ maintenance.” 

2034. Although their letter starts out by referring 
to repairs and renewals? 

2035. Yes. . 

2036. Was it the practice of the companies to make 
provision for repairs or only for renewals ?— There are 
quite unimportant exceptions; generally no provision 
for repairs or for partial renewals was made; there 
are one or two illustrations of each, but they are 
unimportant details. 

2037. You agree it was only renewals that the 
Government or anyone at that time thought it neces- 
sary to put any limit upon, because that was the 
only thing in respect of which the directors of the 
company had a discretion ; the other thing would 
depend on actual work done, whereas in the case of 
renewals it would be a matter for the directors to 
say how much?— It is a matter of provision rather 
than of actual work done. 

2038. So that, except for the renewals provision, it 
might not be thought necessary to impose a limit? 

I would not accept that. 

2039. At that time, as far as what was then con- 
templated. 

2040. This is one of the big issues between you and 
the railway companies? — I think it is one of the most 
important. 

2041. There is one other point on which I want to 
have some assistance. The Act of 1871 says in cases 
of dispute it must be referred to the Lands Clauses 
(Consolidation) Act, 1845. How comes it about that 
it has been taken to the Railway and Canal Com- 
mission ?— That was done in the first agreement. 

2042. How can a statutory authority pass an Act 
of Parliament; they are bound by it? — The Railway 
and Canal Commissioners are entitled to deal with 
any dispute affecting railway companies, and it was 
open to the Government and to the railway com- 
panies, I think, to contract out of that Act. If you 
were to adhere strictly to that Clause it would mean 
that any dispute with regard to an Irish railway 
would be heard by a common jury. 

2043. I am only pointing out that it has a further 
bearing on that later. A statutory authority is 
bound by Act of Parliament. There are many things 
which in my 30 years 1 business experience I would 
have liked to have done, but I had to go by the 
Statute, and could not do anything else; and why 
the Government should alter the reference to the 
Railway and Canal Commissioners I was at a loss to 
know, unless there is a later Statute than this which 



gives them power to do so? — There is a subsequent 
Statute — the Ministry of Transport Act. 

2044. Are they moving under that? — That brings in 
(as I think I explained on the first day) that there 
was a possibility of three kinds of claim from the 
railway companies against the Government : There 
were the claims under what we will call the agree- 
ments, that is, the Board of Trade agreements. 
There, by consent, the Railway and Canal Commis- 
sioners had been mentioned as the tribunal to whom 
any point of difference which might arise would be 
referred. Then there was the possibility of further 
claims under the Act of 1871 foreshadowed by the 
companies; not that any claims have been accepted, 
or even the basis of a claim, but the companies 
pointed out that they reserved their rights under the 
Act of 1871. Now, that arbitration would then have 
had to have been dealt with under the Lands Clauses 
(Consolidation) Act, which is two umpires and a 
referee in this country, and a common jury in Ireland 
— quite unsatisfactory. Then, of course, there was 
the possibility of claims arising in consequence of 
directions which might be given by the Minister 
under his powers under Section 3 of the Ministry 
of Transport Act. Those claims might have over- 
lapped considerably, and I think it was in everyone’s 
interest that you got a single tribunal empowered 
to deal with the whole of those claims. Parliament 
itself set up the new tribunal in the Ministry of 
Transport Act, Section 8, I think. 

2045. There is another thought passing through my 
mind, and perhaps you can help me to understand 
it more clearly. The Act of 1871 says, “ full com- 
pensation for any loss or injury they may have 
sustained by the exercise of the powers of the Secre- 
tary of State under this Section.” That is the basis 
o f the whole thing? — Yes. 

2046. But, as a matter of fact, the contract went 
beyond the 1871 Act. 

2047. May I just go further. Reading the Act of 

1871. and then following the letters which have passed 
between the railway companies and the Government, 
and first one formula and then another formula, sup- 
posing the total effect of all those .communications 
resulted in compensation to the railway companies 
which far exceeded any loss or injury under the Act 
of 1871, would such payment be in order? — I think 
I should not like to express an opinion as to whether 
the payment was in order, but 

2048. Would a payment in accordance with the 
letters or formulse be in order, having in mind the 
Act of 1871? — I think there is no doubt that the 
payments are going far beyond what the Act of 1871 
contemplated; but as to whether the payment is in 
order, that is not question I could answer. 

2049. Are you basing any claim on that Act? — I 
should certainly plead that Act very strongly in 
justifying the equity of considerable modifications of 
the present agreement. 

2050. Supposing they had spent vast sums more, 
you could fall back on the Act of 1871 ? Yes. Could 
I give one illustration? The companies are being 
protected now for the loss of traffic during the recent 
coal strike; that is involving the Government in pro- 
bably £8,000,000. Now, under the Act of 1871 they 
would have had no claim whatever for a loss of 
traffic of that kind. That did not arise in 
consequence of the exercise of the powers of the Secre- 
tary of State under the Act of 1871. 

2051. It is the loss or injury during the period of 
control? — Arising out of, I think. 

2052. You take both the debit and credit during 
that period? — Shall I go on to another point I had 
for you; it is a small one, but it is another illustra- 
tion of the complete protection, for what we would 
term the collateral effects of the war, to the com- 
panies. Take the question of uncreosoted sleepers. 
That is dealt with in the correspondenoe at pages 125 
to 131. It is never finally disposed of; the matter 
is in the air; but the companies consider that the 
claim for special consideration was admitted. This 
case arose out of the necessity in 1917 of restricting 
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the use of creosote for the preservation of railway 
sleepers, and there is a .memorandum on page 127, 
from Sir Alexander Butterworth, which sets out very 
clearly the companies 1 view of the case. I refer to it 
now only as an illustration of placing upon the 
Government the responsibility for extra future cost 
of maintaining the railways not due in any way to 
control, but merely arising during control, and 
entirely due to the necessities of the State in order 
successfully to prosecute the war. As a matter of 
fact, the restriction was of a very short duration, 
and I do not think they were driven to make any 
extended use of uncreosoted sleepers in the main- 
tenance of the lines. But the principle is an enor- 
mously important one. If a claim under this heading 
is once admitted you will have a similar claim for all 
the unseasoned timber they may have used in the 
construction of rolling-stock, or in any other works, 
any substitutes they may have had to use for any raw- 
materials, any inferior quality of steel they may have 
been driven to use — in fact, it would open up a vista 
which I should be reluctant to contemplate. 

2053. In Sir Alexander Butterworth’s memorandum 
on page 128 there are some significant words, begin- 
ning on the 8th line, “ The existing formula which 
has been adopted for ascertaining the amounts due 
to the companies for arrears of maintenance cannot 
be regarded as invariable, or as representing a hard 
and fast bargain; it represents the simplest and most 
accurate means that so far has been suggested — — ” 
— Those are very valuable words. 

2054. “ for measuring and comparing the work 

clone in any year of the control with the work done in 
1913.”— Yes. 

2055. In which book does that particular formula 
appear P 

2056. It was the Brown Book at that time. At 
any rate, whatever book it is, that clearly removes it, 
by their admission, out of the bargain P— That is 
the Brown Book.* (Produced.) The Brown Book was 
issued in December, 1918 ; this was in May. It is 
the Green Book. Yes, I think it leaves the whole of 
these formulae in the same category. It is the Green 
Book which was in existence at the time this 
was issued. The Brown Book applied to the accounts 
from 1st of January, 1917. 

2057 . Were not the formulae issued with every book ? 
—There is a formula with each of the books, but 
the Green Book was the one in existence at the time 
this memorandum was issued. 

2058. No, I think it is the Yellow Book, after all. — 

I am sorry. But I do not know that the particular 
hook in existence matters : it is the expression with 
regard to the Book. One formula is no more suitable 
than another. 

2059. But there is a difference between the Books; 
and the Yellow Book, to which this must refer, was 
approved by the Board of Trade?— Yes. 

2660. All the same, whatever formula it is these 
remarks apply; the word “ existing ” makes it apply 
to any formula; “ The existing formula which has 
been adopted for ascertaining the amounts due to the 
companies for arrears of maintenance cannot be 
regarded as invariable.” The mere fact that it is 
variable applies this to any formula. 

2061. The words are more significant if they washed 
out a book which had the approval of the Board of 
Trade and the Treasury than one which had simply 
gone through the Government Accountants ? — I think 
it places all the books in the same uncertainty. 

2062. May I call your attention to the first line 
at the top of page 129 ? The indication is that the 
discussion was a little beyond uncreosoted sleepers. 

It is a letter from Sir Albert Wyon, in which he 
sa Y s > “ • ■ ■ • raised the question as to whether 

the State should assume responsibility for losses 
suffered by the companies arising out of the general 
circumstances brought about by the war.” It is 
pretty wide.— -But Sir Albert Wyon saw where the 
claim was taking them. 



* Appendix I, page 80. 



2063. In the third line on page 129 there is a 
phrase with which we are familiar in other places, 

in a condition as good as that in which they were 
at the beginning of control.” Now, if sleepei'6 were 
put down in such a condition that their life was sub- 
stantially reduced, would not the attitude he that 
they should, strictly speaking, be put down in a con- 
dition to last as they normally lasted, and that if 
their life were shorter than it might be, through 
circumstances arising from the control, then some- 
thing fell on the Government to make good. — That is 
the companies’ contention. They say that the 
Government is responsible for everything during 
control — not due to control. 

2064. I am rather uneasy about this letter. It 
seems to me, in the third line on page 129, that if 
we take an ordinary reading of “ a condition as good 
as that in which they were at the beginning of 

control ” then are not we committed ? — He only 

says ' c if it be conceded . . .” He does not say 

it is conceded.. 

( The Committee deliberated.) 



2065. Witness : I have only one small point to 

bring to your notice, and that is just the one fact 
in connection with the agreement with regard to 
Ireland, and it is a very material fact. The Irish 
railways, as you know, were not controlled at the 
outbreak of war ; but as time went on they began 
to feel the pressure of rising prices and they asked 
to be controlled. All the Irish railways were con- 
trolled, and the control even extended to a number 
of small tramway lines really— lines constructed under 
vdiat is equivalent to our light railway procedure, but 
they were in fact short lengths of tramway. 

2066. Connecting up with the railways? — Not 

necessarily at all. Control commenced from January 
1st, 1917. J 



2067. May I ask why that was done? — It was done 
at the request of the Irish companies. They -were 
feeling the pressure of the rising prices, and at that 
time there were difficulties with regard to labour. 
They said, “ We cannot come in unless we are con- 
trolled,” and they asked for the same, what they 
regarded as, favourable terms as the English, Scottish 
and Welsh companies then enjoyed. Broadly, the 
Irish agreement is the same as the one for Great 
Britain, but the main documents are consolidated into 
one, which you have already got before you. It was 
a combination of the Blue, the Yellow, the Heliotrope, 
and the Pink Books which had been issued at different 
times from the commencement of control. But there 
was one very important distinction drawn, which 
although it was not embodied in the agreement, was 
embodied in the correspondence, and its omission 
from the documents was merely to facilitate the com- 
pletion of the arrangement which had been the subject 
of considerable negotiation— rather difficult negotia- 
tions probably— on the part of the Irish Executive 
Committee, because of the number of very small 
interests, with possibly quite inadequate staffs for 
handling a problem of this magnitude. The difference 
was that no company was to be allowed to charge to 
any compensation account repairs in excess of 1913 
without the direct assent of the Irish Railway 
Executive Committee, or such other justification as 
might satisfy the Government. 









m the agreement ; it was a condition in the covering 
letters forwarding the document. I should like very 
much to emphasise this restriction; it has two very 
important bearings on the discussion which we have 
had In the first place, at that time Sir Albert Wyon 
as Government Accountant, realised the weakness of 
the agreements so far as this country was concerned, 
and felt, having seen the possibilities of the repairs 
being at large, that he must protect the 'State in 
this new agreement which was being made. Secondly 
** tl ] e Irlsh Railway Executive Committee very 

definitely in the position of acting for the Govern- 
ment. I hey were empowered to approve repairs in 
excess of 1913. Now that could only be as acting 
tor the Government, and not in their capacity as 
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acting for the railways. Those are the two big points 
which I think emerge from that paragraph. In 
Abstracts “ A ” ancl “ B,” where the arrears formula 
shows an excess in either Abstract in the whole 
period of control to date, such excess is in fact 
deducted from the account of net receipts. In a few 
small cases, where special circumstances have been 
shown, the whole or part of such excess has been agreed 
to be borne by the Government, but no excess can be so 
borne by them without specific authority. The 
amount deducted from the account of net receipts 
is, however, the amount of 1913 prices, and the 
additional cost due to rising prices of excess main- 
tenance has in practice been allowed by the Govern- 
ment accountants. The limitation . of the 1913 
quantum in respect of maintenance is confined to 
Abstracts “ A ” and “ B but I find it very diffi- 
cult to reconcile the strict limitation to Abstracts 
“A” and “ B ” with the contention which has been 
put forward by some of the Irish companies that 
they are free from any such limitation so far as 
expenditure in either Abstract is concerned. I 
think, having regard to the position of the British 
railwaj's, this difference between the Irish and 
English agreements is very important. There are 
other small points, but I think that is the only point 
I need draw your attention to. 

2069. The Irish agreement says that the repairs are 
to be calculated on the 1913 basis? Yes. 

2070. Indicating to my mind that they always had 

in mind 1913 as the quantum?— Yes although the 
control did not in fact commence till January, 191 1, 
in Ireland, as in this .country, 1913 was the base 
year. 

2071 May I ask you one more question ? I asked 
it from Sir* William Marwood, and he was inclined 
to take my construction. I want to know whether 
you will agree that a great deal depends upon 
Whether we can set one Abstract off against another 
—the arrears of one against the excess of the other. 

Is that not so? — A good deal would turn on that. 

2072 If you could set off one against the other 
and take the repairs and maintenance as a whole 
and compare it with 1913, I understand there would 
not be much harm done?-There might in some cases; 
but on the whole, no. Certainly, if you could take 
all the companies together and pool the expenditure 
as they pool the net receipts, I should say there would 

be no harm done. „ 

2073. But probably that would not be practicable. 

—I am rather inclined to argue that it is practicable 
They have had a pool, and I should have pooled both 
expenditure and receipts. 

(The Witness 



2074. In the Blue Book, which is the first of the 
documents of instructions which were issued, and 
which was the only book which received any very 
formal consideration apparently by the Treasury and 
the Board of Trade? — That and the Pink Book. 

2075. The Yellow Book says : “ It must be noted 
that any company making a claim for arrears of work 
under these instructions for either period must render 
statements compiled on the methods set out herein 
for both periods, and the final claim ” — in the 
singular — “ will only be admitted in respect of the 
balance of arrears of work disclosed by the two state- 
ments." The “ balance.” There is no question of 
balances of various accounts, but merely 11 balance ”? . 
— It is the balance of the years 1914 and 1915 as com- 
pared with 1913. 

2076. Yes, taking it as a whole? — They go on to 
speak of “ either Abstract.” 

2077. Is it possible to read that word “ balance ” 
as applying to the total aggregate claim, or must it 
be strictly applied to each particular branch of their 
claim ? — I do not think you can so read it. If you 
look at Section 2 of the same document, _ it says : 

“ Separate claims for arrears must be made in respect 
of Abstract ‘ A ’ and Abstract ‘ B,’ but the three 
sections, (1), (2), and (3) of Abstract. ‘ B ’ are to be 
treated as one Abstract and dealt with as a whole ” 
— that is locomotives, carriages, and wagons. 

2078. That was a claim for arrears;, but there, is 
nothing about excess there. There is no suggestion 
aye or no whether one can be set off against the 
other ? — That is so. The whole document is dealing 
with arrears. 

2079. I should have liked to have interpreted that 
one “ balance ” in the singular, as the single claim 
for the whole balance ? — That is not the companies 
contention. 

2080. Do you think it would be a plausible con- 
tention ? — Will you look at page 50 for one moment ? 

2081. That is most important because you will 
observe to what that is a reply ? — Certainly . 

2082. On page 48 the Treasury distinctly indicated 
that in their view there is a set-off. On June 26, 
1917, I suggest to you that the Treasury thought 
there was a set-off? — That is right. 

2083. Sir Herbert Walker at once seized upon the 
point of maintenance, but the Treasury never replied 
to that letter? — No, it was left in the air. 

2084. You would not suggest, I suppose, that 
because Sir Herbert Walker said there was not a 
set-off that therefore there was not? — No, by no 
means. I think it could very well be argued that 
there should be a set-off ; that has been my con- 
tention throughout. 



withdrew.) 



Sin William F. Mauwood, K.C.B., re-called and further examined. 



2085. Witness: 1 agreed with a suggestion put 

me yesterday and, on reflection, I have come to the 
conclusion that I agreed rather too readily. Might 
I clear that up ? It arose on the Yellow Ewk a,t page 
62 of the print. It was suggested to me that Clause 
of the Yellow Book did indicate that at that time it 
1* a,t th.™ ™ ««« 

Abstracts. I have been looking at it and I do not 
think I ought to have agreed to that. What the 
Clime savs is* “ It must be noted that any company 
maZa a claim for arrears of work under these in- 
structions for either period must render statements 
compiled on the methods set out herein for both 
periods, and the final claim will only be admitted m 
respect of the balance of arrears of work disclosed by 
the two statements.” I thought that meant disclosed 
by the two “Abstracts; ” but both the statements 
are under the same abstract. , , 

2086. I wanted to know whether you could say that 
that was your opinion at that time, because I attri- 
bute a good deal of importance to this set-off. 1 will 
ask you if you are disposed to think that those words 
did not give any evidence of such intention. How was 



it that your department agreed to this set-off? Did 
we agree to it ? 

2087 You told me that apparently in this letter 
you wrote you accepted the proposition that there 
should not he a set-off ?-What I was referring to was 
a Memorandum of Sir Herbert Walker, m which he 
said there was not a set-off. 

2088. My point is that on January 24, 1916, you 
wrote a letter to Sir Herbert Walker approving the 
Yellow Book. The Yellow Book contains those words 
to which I drew your attention, and sought to find 
out whether you had in your mind at that time that 
there was not a. set-off. Now you say that you feel that 
those words are not capable of that interpretation, 
and that you think there is no doubt that you did 
not think there would he a set-off, and that was de- 
liberately approved by yourself on behalf of the Board 
of Trade? — Yes. 

2089. If there is the importance in this matter 
which I am disposed to attribute to it, could you say 
how it came about that you agreed there should not 
be a set-off?— I do not say I did. What I say is that 

G 
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the words you put to rue yesterday as indicating that 
there was a set-ofl do not give that indication. 

2090. In that case, the railway companies’ conten- 
tion is well founded in so far as they claim that there 
is no set-off under Section 2? — They refer to Section 2 
in Sir Herbert Walker’s Memorandum, that such 
claims must he made under the two Abstracts. But it 
does not say there that one cannot be set off against 
the other. 

2091. It is a pity that that was not clearly 
expressed? — I think it is. It would have been better 
to have had a clear indication one way or the other. 
My real point was that I agreed somewhat too readily 
with you yesterday on Clause 6. 

2092. Then we might go on with the authority of 
the Yellow and other books, and one might ask 
whether there was any staff or any men in the 
Board of Trade to assist in a technical way with 
regard to these agreements which were made from 
time to time. We 'will not call them agree- 
ments, but these understandings which were arrived 
at from time to time with the railway companies. 
What machinery was there to examine critically 
things like the Yellow Book, for instance? — We sent 
that to the Government accountants. I do not say 
we did not read the instructions themselves, but we 
would take Mr. Gurney Fowler’s and Sir William 
Plender’s views on these instructions as fairly con- 
clusive. 

2093. Who are you referring to besides yourself? 
You say “ we ” would take their views? — I had a 
staff. 

2094. What staff? — There was a technical side 
which was not accounting. Inspectors and officers 
of railways, for instance, had nothing to do with it; 
but then I had two principal clerks and the clerical 
staff. 

2095. The two principal clerks being first division 
Civil Servants, I take it? — That is so. 

2096. With no railway experience? — No actual 
railway experience. 

2097. And against you you had the Executive 
Committee of railway men? — Not' always. 

2098. With regard to the Government account- 
ants, could you give us any information as to exactly 
the form of their appointment and the nature of the 
instructions that were given to them? — There is a 
fairly full letter* to Mr. Gurney Fowler, I think, 
which is not printed with these documents. I think 
it was referred to yesterday. 

2099. And that was all?— That I think is all as far 
as I remember. 

2100. How far did you conceive that the Govern- 
ment accountants were in a position to commit you 

to any matter relating to the railways? They could 

certainly settle matters arising on the claims without 
necessarily referring to me. 

2101. I take it that would not involve giving them 
power to agree on your behalf to modifications to the 
terms of the arrangements with the railway com- 
panies? — I do not think it would. 

2102. What would happen, do you suppose, if they 

had done so? What would be your position? I do 

not know to what extent you would bo legally com- 
mitted. They certainly were acting on our behalf. 

2103. The Yellow Book is a very good case in point, 
although it is altered a little by the fact that you 
have endorsed the Government accountants recom- 
mendation. But the subsequent modifications of the 
Yellow Book in the form of the Heliotrope and 
Brown Books were clearly only done on the authority 
of the Government accountant?—! forget which 
way the Green Book was done. That followed on the 
Yellow Book. 

2104. There is nothing in the correspondence 
which seems to throw any light upon it at all. The 
Brown Book was placed before Sir Albert Wyon who 
had no comments to make? — That is right. 

* Appendix IV, 



2105. The Green Book seems to have been adopted 
without any recorded approval on the part of any- 
body? — I do not think there is any record. 

2106. You will notice that the Green Book is extra- 
ordinarily important in regard to the point I was 
questioning you about before at page 74, section 14 
— the submission of final claims. There it is clearly 
laid down that there shall not be any seGoff, so that 
if the Yellow Book was open to the interpretation 
that the question of set-off was not explicitly decided 
and was left an entirely open matter, the matter is 
definitely closed by section 14 of the Green Book. 
“ Those companies therefore making a claim in 
respect of either abstract for the year 1916 must 
reduce the amount so claimed by the net excess, if 
any, shown in the statements rendered in respect 
of that Abstract ” ? — Yes, I think that agrees with 
what you say. 

2107. So that you would be disposed to take up 
the position that that had not your authority or any 
sufficient authority to make it a binding document, 
or at all events to make the effects of it binding 
on the Government? — I could not say. This may have 
been settled with the Government auditors, in which 
case it is a rather difficult question. 

2108. But you have just said that you did not con- 
ceive that the Government auditors would have power 
to modify an agreement ?— Is it a modification of 
the agreement? 

2109. Surely?— It is an instruction how to prepare 
accounts under the agreements. 

2110. Where can you show that the Board of Trade 
or the Treasury have agreed to the principle that 
Abstracts should not be seGoff against one another? 

— The only thing that would bear on that at all 

I do not think it has that meaning — is that the 
arrangements as to the two Abstracts were come to 
separately. It was not dealt with as one subject. 
I do not wish to argue a bit that there should not be 
a seGoff, but that is the only indication either way 
that I can see. 

2111. But on June 26, 1917, which is subsequent 
both to the Yellow Book and to the Green Book, 
the Treasury, writing on page 48, clearly held 
the view that there was a set-off between the Ab- 
stracts. That is section 2 of document No. (52)? — 
They do not lay it down. 

2112. Is that so? — They lump the two together. 

2113. “ If the pre-war value of the work so carried 
out in any year exceeds the standard figure, the 
amount of such excess is due to be repaid by the 
company concerned out of the amount received by 
way of arrears for previous years.” That is with 
regard to the arrears of repairs and renewals of 
rolling-stock and permanent way ? — They put them in 
together ? 

2114. Yes; and Sir Herbert Walker is quite quick 
enough to spot that. In reply, at page' 50, he takes 
exception to the Treasury letter on the very ground 
that he says the Treasury letter involves that there 
is no set-off between these two Abstracts? — That is 
so certainly. I called your attention to that yester- 
day, I think ; but then the Treasury made no 
rejoinder to that at all. 

2115. The position is that on this very important 
point there appears to be no- authority given either 
by the Board of Trade or by. the Treasury for that 
important modification of the agreement, and the 
only authority which we can conceive is the authority 
of the Government auditor?— I think that is right. 

2116. And in that case you would take the view 
that the matter should be le-opened? — It is a very 
difficult question to what extent the- Government 
auditor could bind the Government on a point like 
that. There is the further point that this memoran- 
dum was sent to the Treasury, and the Treasury never 
answered it. 

2117. In your instructions to Mr. Gurney Fowler, 
there was no definite indication of the extent of his 
powers in these respects or how far he should refer 
all matters of doubt to you for confimation, was there? 

■ — I have not that letter. 
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2118. As far as I can gather from this letter,* 
the Board of Trade contemplated that the duties of 
the Government accountants would he to advise the 
Board of Trade upon the details of the draft in- 
structions that would he put up hy the Railway 
Executive Committee. That was one thing. The 
other thing was to examine in a limited way the 
claims prepared in accordance with those instructions. 

2119. “ Tire procedure which is contemplated is 
that in the first place the companies themselves should 
prepare drafts of certain instructions and schedules 
for the preparation of accounts on lines already indi- 
cated to them." That, I take it, is the Yellow and 
other coloured hooks? — I think that is the Blue Book. 

2120. Would that he so? This is subsequent I 
think. However, it would apply to the subsequent 
coloured books ? — Yes ; hut what they were referring 
to when they say “ already indicated ” was the Blue 
Book, I think. 

2121. Do you think that these instructions would 
apply also to subsequent business? — It would have a 
bearing on it, but they refer to instructions already 
issued. 

2122. “ . . . on lines already indicated to them. 
When completed, these drafts will be submitted to the 
Government in order that they may be criticised, and 
(if necessary), modified by the Board of Trade, who 
will at this stage consult the expert selected to 
scrutinise the accounts, and by the Treasury." That 
certainly seems to suggest that all these hooks ought 
to have been referred to you for examination? — As 
far as I know, the Green and Brown Books were not. 

2123. The effect of course was that when it came to 
examining the accounts and passing for payment cer- 
tified claims, the auditors had not got a staff or an 
organisation which would ensure any real protection 
to the State in the event of the accounts being made 
out in a manner unduly favourable to the railway 
companies ? — On that I think I might suggest that 
you ought to see the Government accountants. 

2124. But you knew the terms upon which you 
appointed Sir William Blender and Sir Albert Wyon. 
It has been brought to our notice that the scale of 
remuneration would hardly provide for a very ex- 
haustive audit? — The difficulty in those days was to 
get Sir William Plender to accept anything. He did 
a very large amount of work for the Government for 
nothing. 

2125. I notice that the fee to Sir Albert Wyon was 
£500 increased by £100 for the Irish work after- 
wards ? — Yes. 

2126. And the actual out-of-pocket expenses claimed 
by Sir William Blender for his clerks amounted to 
more than £500? — Yes; but that was for a number 
of yeaj-s. I have seen the figure. He sent in an 
account for something like £800 for out-of-pocket 
expenses which covered at least three years, I think. 

2127. Out-of-pocket expenses in the other case were 
included in the £500? — Yes, except for certain special 
sums. I think there were sums of £13 and £14 for 
different things. 

2128. This would run to nearly £300 a year for 
actual out-of-pocket expenses. It would be about 
three years roughly? — Yes. 

2129. May I assume therefore that there was the 
same sort of out-of-pocket expenditure out of the 
£500? — It would come to more, I think, because I 
think Sir Albert Wyon would do more companies than 
Sir William Blender. 

2130. So that taking that scale of expenditure it 
would not be unfair to say that the whole £500 would 
be absorbed in out-of-pocket expenditure? — I am 
afraid it would be so absorbed; so that practically 
both Sir William Blender and Sir Albert Wyon gave 
their personal services for nothing. 

2131. Taking the two of them it would run to £700 
or £800 a year, most of it spent, I take it, on more 
or less skilled clerks? — Two at least of Sir William 
Blender’s partners took part in it, and I take it. they 
°'ot nothing out of it, because there were two of them 
I saw several times. 

2132. Your suggestion is that you had the more or 
less occasional superintending services of two and per- 

# 



haps four men of great repute, and there was about 
£700 or £800 probably spent on clerks. I think it is 
important, if we can, to get some sort of idea of the 
actual work that was put in. 

2133. Considering the smallness of the staff, was the 
work, to your mind, efficiently done? — I do not know 
everything that came before them. They only con- 
sulted me on somewhat large matters, so that I did 
not see a great many things from them. But I think 
they had a large number of matters to deal with. 

2134. They only came in when they were in doubt? 
—If there was a matter they could not settle. 

2135. Would they then have the details gone into? — 
Yes, I think they would, and see the accountants 
concerned. 

2136. A great deal of power centred in their hands? 
—Yes. 

2137. With control ? — I am not quite sure of that. 
They could disallow items claimed by a company. 

2138. But they could allow without control? — Yes; 
and they could disallow. 

2139. They relied mainly, did they not, on the 
certificates of the professional auditors of the com- 
panies? — You mean, not the members of the Account- 
ants’ Sub-Committee who had gone into the accounts, 
but the actual auditor who certified the company’s 
accounts ? 

2140. Yes? — I do not know if they relied on them. 
They relied on the 1913 figures, I think. 

2141. But after that did not they rely mainly on 
the certificate of the professional auditor? — They laid 
down a form in which he had got to certify it ; but 
what value they attached to it I could not say. 

2142. Did any differences arise in that respect 
between the certificates and their approving them ? — 

I have known items that were included in the claim 
to be disallowed; so that there must have been some 
difference. 

2143. And they would arise through the Account- 
ants’ Committee ? — Yes ; they would be challenged 
sometimes. 

2144. When the first agreement was made on net 
receipts, whose suggestion was that as a matter of 
compensation? — Do you mean the original agreement? 

2145. Yes, the original agreement guaranteeing net 
receipts ? — The suggestion came from the Government. 

2146. Did they have any advice on the point? — I 
would not like to say any particular advice. We dis- 
cussed the matter with Sir John Bradbury, and we 
put up to Sir Herbert Walker a draft showing the 
lines on which we thought an agreement could be 
reached. 

2147 . You cannot say certainly whether the matter 
received any special consideration by accountants or 
anyone connected with railway accountancy? — No. We 
saw representatives of the company on it, and the 
Memorandum which is printed on pages 5 and 6 shows 
the company’s views. That Memorandum was con- 
sidered, and on August 6 we agreed to take the first- 
paragraph of their recommendations at the foot of 
page 6, and we proposed a proviso to it which the 
railway companies accepted. 

2148. Was anyone familiar at that time in your 
department with the fact that 1913 was an excep- 
tional year, and could hardly, with any degree of 
fairness, be regarded as normal net receipts? — I think 
1 was quite aware of that, but this was the difficulty. 
We suggested the possibility of taking an average of 
three years, but it was complicated by the fact that 
in 1912 there was a coal strike lasting seven weeks. 
In 1911 we had an exceptionally hot August, and 
everybody struck railways, docks and everything 
that could strike. They were very uneven sort of 
years. 

2149. 1 suppose the insertion of the proviso with 
regard to the first six months of 1914 would probably 
be an indication of the consciousness of the excep- 
tional character of 1913, — Trade was falling off in 
1914. 

G 2 
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2150. That was an attempt to write off on your 
part the excessively successful character of 1913? — 
That was the idea. 

2151. So you did realise that it was a very bene- 
ficial year to the railway companies? — Everybody 
said it was a bumper year. You must also look at 
this. It was the first year of the new accounts. I do 
not think it was really such a big increase over 1912 
and 1911 as it looks like from the return. It was a 
new form of return and certain things came in. 

2152. But still it was a very good year? — I quite 
agree. 

2153. Was it understood by both parties that it was 
to he regarded as full compensation within the mean- 
ing of the Act? — I think so. 

2154. With regard to the proviso that you have just 
mentioned, a question arose in March of 1915 as to 
the payment of bonus, did it not? — Yes. 

2155. And a suggestion was contained in a letter 
which you wrote to the Treasury that the company 
should bear 25 per cent, of the bonus allowance, and 
in consideiation of that the Government should forego 
their proviso? — Yes. 

2156. On page 16 in your letter to the Treasury 
you say: “As regards the financial effect of the 
arrangement, so far as the Board are able to form an 
estimate, one quarter of the war bonus to the 
operating staff which the companies will now pay 
themselves, and which will not be included in their 
working expenses for the purposes of the agreement, 
will be at the rate of about £750,000 a year, whereas 
the amount which the Government would secure by 
the retention of the proviso would only be at the rate 
of about £450,000 a year, so that the net effect of 

the arrangement will be a considerable saving ”? 

It would have been at that date, certainly. 

2157. In view of that letter, the Treasury agreed 
to that modification in the arrangement. That was 
so, was it not? — Yes. 

2158. How is it then that in document No. (29), 
dated September 21, 1917, when Sir Herbert Walker 
is pleading for a still further modification in the 
interests of the railway companies, he states that the 
actual decline in the net receipts of all the controlled 
railways for the first half of 1914 as compared with 
the first half of 1913, was £732,500. In the middle of 
his letter he says 25 per cent, of the original war 
bonus amounted to £450,000 per annum, which is ex- 
actly, I suggest the converse of the figures which you 
submitted to the Treasury? — The deficiency was re- 
duced. 

2159. I think the effect of this proviso would be 
to give them from June to June instead of from 
January to December. It says : “Provided that if the 
aggregate net receipts for the first half of the 
year, 1914, are less than the aggregate net receipts 
for the first half of the year 1913, the ascertained 
deficiency shall be reduced in the like proportion 

— It is the percentage. 

2160. “ The actual decline in the net receipts of 
all the controlled railways for the first half of 1914 
as compared with the first half of 1913 was 
£732,500 ” ; that is the actual decline. 

2161. I think it would he stretching it rather 
against the company. Assuming that it meant in 
the aggregate and not a proportion of the per- 
centage, Sir Herbert Walker seems to suggest that 
the decline in the receipts for the half year was 
£732,500, while the war bonus was £450,000. In 
your letter to the Treasury you suggest that the war 
bonus was £750,000, while the decline in the receipts 
was £450,000? — Say the deficiency was a million. It 
would he more than that. 

2162. You are taking an awkward interpretation, 
ai e you not? — No, I do not think so. Between 1914 
and 1913 it has only to he found out by what per- 
centage the deficiency should he reduced. The 
deficiency was a considerable one. For the first five 
months I think the deficiency was somewhere round 
about £6,000,000. If you take 3.6 per cent, of that, 
that is the amount by which the Government con- 



am sorry if I do not make it 



tribution is reduced, 
clear. 

2163. That is an entirely new interpretation to 
my mind? — The deficiency was hound to he pretty 
considerable because no Government traffic was 
being paid for. 

2164. You suggest, do you, that if the aggregate 
and net receipts were half, in 1914, what they were 
in 1913, though it was a 50 per cent, reduction in 
the net receipts, the deficiency is not reduced by 
that amount, but by 50 per cent, of the deficiency? 

les, by whatever the percentage was ascertained 
to be. It was just over 3 per cent. 

2165. May we put it in actual figures? Suppose 
the net receipts were £40,000,000— £20,000,000 for 
each half year — but in the January to June half 
year of 1914 they fell off by, say, 10 per cent., that 
is £2,000,000, so that they were only £18,000,000 
instead of £20,000,000. The first year of control let 
us conceive a deficiency of £5,000,000. The Govern- 
ment, would reduce that by £500,000 ?_ Yes ; that is 
the agreement. 

2166. Is not that precisely the same thing as 
reducing the net receipts standard by £500,000? The 
point I am suggesting is that it is not a variable 
figure according to the deficiency, but it is the 
same figure in each year. 

2167. My suggestion is that it is a fixed figure 
every year?— The percentage figure would have 
remained — the 3.6 per cent. 

2168. 3.6 per cent, on what? On the deficiency or 
on the standard? — On the deficiency. “ To ascertain 
the _ compensation payable, the aggregate net 
receipts of all the railways taken over during the 
period for which they are taken over shall be 
compared . with a similar aggregate for the 

corresponding period of the previous year ” that 

is the year 1913 — “ The ascertained defiiency shall be 
the amount of compensation due.” Then it was 
provided that if the aggregate net receipts for the 
first half of the year 1914 are less than the aggre- 
gate net receipts for the first half of the vear 1913 
the ascertained deficiency shall be reduced in the like 
proportion. The item to which you apply the per- 
centage is variable, hut the percentage is fixed. 

i 21 l 9 ' clefioien °y bad been an excess, as it 

has been the case of some companies this year you 
would have paid them 3.6 per cent. more?_As to 
what would happen when there was an excess that 

knlw a +h Se TT% That was hl JuDe « 1915 ; but wo 
knew the July figures were going to wipe out the 

excess, so that no question was raised about it. 

170 It would not arise because the excess would 

June ai exc°es did not collet the 
• ne excess from them because we knew the July 
figmes would wipe it out. 

lJU 71 ' T,lat ,\ 3 a question of construction, and per- 
haps you would not he entitled to examine too closely 
what was the actual intention. But can you explain 
to me why it is that Sir Herbert WalWs figures 
in his letter to you of September 21st, 1917, did as 
a matter of fact invert the figures which you gave to 
the Treasury?-! do not think ft is an inversion. 
Iliere is a, curious similarity between the different 
figures, hut T think it is right. 

P 7 2 an 7 nnn ThG sim \ larity of tlle '£730, 000 and the 
.t (50,000 is merely a coincidence? — Tt is merely a 

coincidence. Roughly speaking, the effect of 'the 
proposal in the letter of March 6th, where those 
figures are first given, is: “ As regards the financial 
effect of the arrangement, so far as the Board arc 
able to form, an estimate, one quarter of the war 
bonus to the operating staff which the companies will 
now pay themselves, and which will not he included 
in their working expenses for the purposes of the 
agreement, will be at the rate of a, bout £750 000 a 
year. It is 6d. a week and 9d.' a week for a. total 
of some 500,000 people. We always considered Is. 
a week addition to the bonus meant about £1,500,000. 
and this between 6d. and 9d., which means £75o’oOO. 

2173. Sir Herbert then is mistaken when he said 
it was only £450,000?— He says £750,000. 

2174, No; the war boniis was £450,000, 
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2175. Is not that £450,000 referred to by Sir 
Herbert Walker a different bonus altogether from 
the £750,000 to which Sir William is referring? 

Witness : I think it is the same. 1 see he does 
give that figure. I had not read far enough, but I 
should have said it was more than that. Take the 
6d.. and the 9d. They told us that the numbers were 
about equal, so that it is 7|d. per man per week. 

2176. He uses the expression “ the original war 

bonus ”? Yes, because it had been increased. That 

was September, 1917. 

2177. “ The. railway companies are still paying tins 
25 per cent, of the original war bonus. These pay- 
ments amount to £450,000 per annum.” I was taking 
that second sentence as interpreting the first? 71-d. 
per week is £1 12s. 6d. per man per year. 

2178. And there were how many men? — Roughly, 
in the conciliation grades to which the war bonus 
really applied there were 300,000. Then the clerks 
got the same thing, which makes it 400,000. Of 
course, the shopmen got something. I do not know 
if you would take them into account, but on 400,000 
men that comes to £612,500. 

2179. I do not want to press you unduly upon this 
point, but I do rather suggest that at that time, 
no doubt in the hurry and stress of the circumstances, 
the Board of Trade had ndft in fact any very com- 
plete advice at their disposal on the technicalities 
of railway accounting? — Still, I think those figures 
are about right. 

2180. It is curious that Sir Herbert Walker, who 
is a very shrewd man, and whom no one can charge 
with a lack of knowledge on these subjects, certainly 
adopts a different figure? — Only the other way round. 

2181. Exactly, the other way round. I suppose 
that this war bonus is compounded war bonus and 
has been charged against the railway companies ever 
since, including down to the present time. It was a ^ 
commuted figure on August 1st, 1917? — Yes. 

2182. On this page with regard to which we are 
speaking it says: “ Now that the war bonus has dis- 
appeared under the arrangement entered into with 
the Unions, with the consent of the Government., as 
from August 1st, 1917, we feel strongly that the bur- 
den. imposed upon the railway companies should he 
removed, and that the arrangement under which the 
companies bear 25 per cent, of the original bonus 
should no lonjev obtain As far as I gathei, that 
request was not acceded to?— It was not acceded to. 

1 think the war bonus was converted into war wage. 

2183. But the contribution of the railway companies 
was fixed at a definite sum? Yes. 

2184. And that sum, as a matter of fact, lias been 
debited against their account ever since? — I think in 
their claim they give their expenditure and deduct 
from that their' share of the war bonus. 

2185. The crucial document is evidently the Blue 
Book, constituting this agreement? — I would not have 
said there was very much in the Blue Book. 

2186. I would put it higher than that. The crucial 
document is Sir Herbert’s letter on page 4, document 
No. (2), defining the method of ascertaining the com- 
pensation due? — That is it. 

2187. That is the agreement between the parties 
within the meaning of the Act of 1871 ? — That is. 

2188. And you agree that is full compensation? — 
That was the 'intention. 

2189. To clear up what the words “ aggregate net re- 
ceipts ” mean, we might perhaps be permitted to re- 
fer to the bottom of page 5, where Sir Herbert uses 
these words: “in some form or other guarantee to 
the railway companies their normal net receipts ? 

That is not Sir Herbert. 

2190 It is a document drawn up by the Railway 
Executive?— I believe Sir Guy Granet drew that up. 

2191. At all events that received the approval of 
the railway companies? — Yes. 

2192. So that we may take it that the phrase ag- 
gregate net receipts ” was qualified by that word 
“ normal ’’—ascertaining it in the normal way; that 
was to be what you intended? — Yes. 

2193. And did 'you ever intend to give them more 

than that?— I do not think we did. 

2194. What would be the effect in your mind, there- 
fore, supposing as the result of a subsequent change 
of, letters, or action of auditors, or any other event, 
the arrangement was stretched so as to accoid the 



railway companies a larger measure of compensation 
than was provided by that first agreement ?— Circum- 
stances altered a good deal. The war went on much 
longer than was expected. The companies were asked 
to undertake the making of munitions, which 
naturally threw them back in maintenance, from 
which arose the deferred maintenance claims and 
agreements. 

2195. That introduced difficulties which required 
solution, but I suggest that the solution was intended 
by your department to be the solution of a difficulty 
within the meaning and spirit of the agreement? It 
is something plus the original agreement. 

2196. Why? — Surely. 

2197. Do you suggest that you deliberately intended 
to give them more? I quite agree you wished to meet 
the difficulties” The railway companies had a diffi- 
culty, and you wanted to meet their difficulty ; but I 
want to ask if in meeting those difficulties you weie 
actually giving them more compensation in the ag- 
gregate than the net receipts ? — We were paying them 
for maintenance. That had to be left off, and we 
were paying for that as if they had done it at that 
time. The deferred maintenance was a very compli- 
cated thing ; but I think it certainly gave them more 
than if we had just given the guarantee of net re- 
ceipts and paid nothing for deferred maintenance. 

2198. I suggest all you endeavoured to do was to 
give them a credit for what might reasonably be re- 
garded as normal maintenance? — Yes. 

° 2199. At the prices ruling at the time, and you 
only referred to normal maintenance in ordei to 
ascertain normal receipts. I suggest that you never 
intended to allow them to charge more than their 
normal receipts? — It was another way of meeting it. 

2200. May I suggest that you had in mind simply 
cash receipts and payments? — Undoubtedly, at the 
time we made the agreement, that is what we had in 
mind. 

2201. Just cash receipts and payments, although 
the actual receipts of the railways were not -.ash?— 
We were looking at the receipts as shown in the 
accounts. 

2202. But when you were adjusting the main- 
tenance to the 1913 standard, what you had in mind 
was that what you were making up was the differ- 
ence between the actual cash payments and the pay- 
ments that should have been made to equate them ui 
1913? — That is right. 

2203. So that in effect that was an endeavour u, 

reconcile the difficulties of the time with the inten- 
tion to endeavour to give the companies just then- 

normal net receipts within the meaning of the 
agreement?— Really, in cash it gives them more. 
Perhaps I think too much of cash. 

2204. Yes, I tfiink so, because the object of that 
cash was to provide them with money for defraying 
their arrears of maintenance, which you agreed were 
proper arrears, and had to be made good at some later 
date. It was only a question of whether they had 
cash, or whether they did not; but the net advantage 
was to be the advantage they enjoyed in the standard 
year? — The same result. 

2205. The same result to the shareholder; that 
would be the ultimate idea, would it not? These 
other allowances you gave, I suggest, to meet legiti- 
mate claims, in your opinion, from time to time, were 
to meet the necessities of the Defence of the Realm, 
not to (increase the dividends of the shareholders.— 
That is so. 

2206. The net receipts in relation to the shaie- 
holders you had no wish to disturb or increase . — N o ; 
that was the intended effect of the guarantee. 

2207. And if we found railway companies declaring 
dividends out of the monies you paid them on arrears 
of maintenance, that certainly would not be quite in 
accordance with the intention you had m your mind . 

— Certainly not. . . , , 

2208 We were discussing when we closed last night 
the question of below-the-line receipts, and the curious 
effect of a large accumulation of funds to the benetit 
of the railway companies. We discussed, I think, 
the Treasury letter, document (52), page 48, m which 
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the Treasury clearly indicated that the method of 
payment of earnings below-the-line was not one on 
which the Government was definitely bound, and was 
open to review when the companies desired to review 
the arrears of maintenance up to 1915. Do you re- 
member that? — Yes. 

2209. Lou will notice that the Treasury took the 
v lew that having regard to many circumstances it 
seemed not improper to allow the railway companies 
to enjoy the benefit of payments on account of arrears 
of maintenance— that is in Clause 7 : “ My Lords 
cue,, however, satisfied, that the claim of the com- 
panies to this interest cannot be lightly dismissed ” ? 
— Witness : Yes. 

2210. If we look at this statement* of the railway 
accounts up to the end of 1916, which would be the 
period which the Treasury might have had in con- 
templation at that date on June 26, 1917, I think you 
will find that the increases and decreases of the re- 
ceipts below-the-line are practically balanced up to 

that time? ( Handing statement to witness.) You 

mean that they were fairly constant? 

2211. No; they balanced. There were deficiencies 
some years and excesses in others. I suggest to you 
that had the words “net receipts” included the 
below-the-line payments the effect would have been 
exactly the same — that up to the time the Treasury 
letter was written the policy of the Treasury had, as 
a matter of fact, given them funds which were neces- 
sary without increasing the amount of general in- 
terest ?— That seems to be the effect of these figures. 

2212. So that from this point of view the arrange- 
ment was perfectly fair as between the Government 
and the railway companies ?— It certainlv looks 
like it. 

2213 It was m the subsequent years when the move- 
ment began very much to favour the railway com- 
panies, amounting, I think, in the aggregate to sorne- 

iqiq^ T r £2 > 000 ; 000 — 111 the years 1917, 1918, and 
-lata r — Yes. 

T fh 4 '- + If + L the Trea T T are ri ett in their view, and 
pl ., m b: ^ are > that the companies had no legal 

caim to these payments on account, it would be open 
to the Government at any time to withdraw them?— 
o you mean the monthly compensation payment? 

2215. I am referring to the payment of arrears of 

Ijd t^ wort 11 CaSh + in ^ ead ° f h ° ldlng the cash 

•lift wphe + \i S aotuall J carried out, amounting in 

?i£. ,ook ** u “ rjr 

a !1 6 ' i 1 d ° n0t think you wiU find there It was 

l oS ]5 e a n nd a th 10Sed l and S6ttIed figure U P to the end of 
entitled d t rallway ' companies would not have been 

entitled to reopen the question and say that 
arrears as a matter of fact hid to h ? , at the 
higher price?— But th !• * b carned out at a 
2217 V, h question was reopened. 
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suggest to you that the Treasury could at any time 
say they would not pay more?— I suppose they could 
say that. 

i *V, 8 n0t part of tlle agreement?— I have not 

looked at the agreement. 

2222. If that is so, it is conceivable that the Govern- 
ment might even at this late stage claim some of that ' 
interest which they had been enjoying in such a large 

few yeai s ■ — 'I he Treasury 
said li e claim of the companies to this interest 
cannot be lightly dismissed.” Whether the case is the 

Sa 2223°7 tl d f 1 am n °t saying that is so now. 

2225 I think we have discussed very fully the oues 

Lon of maintenance, and the fact of these formute 
m the vanous coloured bonks, and the degree of 
authority which those hooks have enjoyed: but might 
I ask you to turn to the Rink Book! particulrly Se 
stoies agreement at page 89?— The Pint Re- 
negotiated by the Treasury B °° k Was 

2224 Yes ; that is a document which has got almost 

Th^fr 3 deglSe ° f f ° rmallty as the Blue Book?— 
ie Iieasuiy sent us this and they even tool- thn 
roubJe to draft the letter they wanted us to write 

2225 Walker on . the subieot > w fiich we did. 

it and fent T ^ copied 

2226. I agree that you are on absolutely safe <n-ound 
with regard to this Pink Book- but it i* . p 
ment document and you are here representing °the 
Government Under the heading “ Stor “ tlays 

a ‘cash n e ' ld °! Pen ° d 0f Government control 
each of Z i n ^ made hy the Government to 

~ it; 

into then stores at cost price, and they issue them 

ohai ' ge 14 - 

debited against working expenditure at its amir! 

Lt? 0 i,TC 411,1 after the end of " 

cii Luc matter is of more moment for tl.o 
railway companies, when the nrtunl 1 , 

justed to the general cost of n j ■ • , ™ es are ad ' 

2229 P t, r W ° rklJlg capitaI m ig b t he reduced 
got the net receipts f„ tT ’ 6 a " d they had Just 

hav ® w t. ti , fzrz i£"£ £7 W T, H 

stores on the higher prices Trit , i , finance the 
it not?— Yes 161 pilpes - Ihat would be so, would 

-u to SiX^SZ 
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when they handed the railway companies’ property 
back to them, as the railway companies were not 
going to enjoy under this agreement anything more 
than the rate of profit they had previously enjoyed, 
it would be rather fair to give them back physically 
the same stores that were there when they handed 
them over to the Government? — I think the Treasury 
agreed, before, that the railways must be handed baok 
in practically the same condition as they were taken 
over. I do not say that covers this particular word- 
ing ; but it would mean some arrangement about 
stores. 

2232. But when we come to consider this question 
of arrears of maintenance and the large provisions 
that have been made on that account, a very large 
amount, I suggest, of the money handed to the 
railway companies to meet arrears of maintenance 
would be expended in stores? — A great deal of it, 
no doubt, would. 

2233. Therefore, if they have got the cash, it would 
not seem inappropriate that the stores should be 
debited against them on a similar basis to that on 
which they were charged for arrears of maintenance? 

That is rather too complicated for me, I am afraid. 

2234. My point was that up to 1916 this question 
of arrears of maintenance did not reach the acute 
position which it attained subsequently? — When four 
more years were added on to it. 

2235. Indeed, up to 1915 you will remember the 
whole question had been settled on the basis of 12} 
per cent., and that question was not re-opened 
until June, 1917, when there was a correspondence 
devoted to reconsidering the basis of the arrears of 
maintenance ; so that when this Pink Book was 
drawn up I suggest to you that the whole question of 
maintenance had been settled upon the basis of 12} 
per cent, on pre-war prices without any opportunity 
to the railway companies to open the question? — I 
do not quite know how the dates run. 

2236. If you will turn up page 48 ? — June 26th, 

1917 ; there is a letter there. 

2237. I will go a little further back. Might I draw 
your attention to Sir Albert Wyon’s letter of April 
12th, 1917, and Sir Alexander Butterworth’s letter 
of April 3rd, 1917, at pages 46 and 47? You will 
notice that Sir Alexander Butterworth raises the 
whole question of this settlement? — Of a new per- 
centage? 

2238. “ As you will be aware, it was arranged tnat 
the 121 per cent, should be revised after December 
31st, 1915”; so that up to that point the arrears 
of maintenance were definitely settled at 12-1 per 
cent, upon the pre-war provisions, without any oppor- 
tunity being allowed to railway companies to claim 
that at some subsequent period the actual cost of 
making good those arrears was much higher than 12] 
per cent, over the base? — 12]- per cent, up to Decem- 
ber, 1915. It was contemplated that there might 
be a bigger amount afterwards. 

2239. For subsequent years? — Yes. 

2240. For that stage it was fixed at 12] per cent. 
It was rather contemplated that each year would, 
be settled in the same way on some fixed percentage? 
— I think that is so. 

2241. Because the railway companies in proposing 
the 12] per cent, as a definite settlement urged the 
grave objection to postponing this complicated ques- 
tion to the end of control. So that it was contem- 
plated that each year would probably be settled on 
a basis of a fixed percentage? — I think that was 
the originating idea. 

2242. So that up to April 3, 1917, no other 
proposition was under consideration at all. _ This is 
the first time it has been raised? — Yes; that is right, 
1 think. 

2243. I do not think there is any doubt about it? 
— No. 

2244. Therefore on November 14tli, 1916, the 
Treasury and the Board of Trade who were dealing 
with the Pink Book had in their minds a condition 
under which the arrears of maintenance were fixed at 
12} per cent, over the standard year? — Yes. 

2245. That being so, it might be suggested not un- 
fairly that the stores might be regarded as physical 
assets to be restored at the end of control in the same 



condition as they were at the commencement? I 
think that is it . 

2246. Would you then be disposed to say that if the 
Pink Book had been drawn up after this new arrange- 
ment had been made, when the whole matter was 
thrown into the melting pot, your department and the • 
Treasury would not have been prepared to enter into 
such an agreement as that? — I could 'not say. I do 
not know what we should have thought. 

2247. Assuming that the arrears of maintenance are 
to be made good at any price that circumstances 
may make necessary, and the Government have got to 
give to the railway companies sufficient' money for the 
purpose, a large measure of those renewals or re- 
pairs will be drawn out of store? — Yes. 

2248. And the charge against that account will 
therefore be the store price? — Yes; I think that is 
right. 

2249. So that if the Government are going to pay 
arrears of maintenance on the basis of the puce 
of materials in the market, presumably when the 
arrears are actually carried out the railway companies 
ought not to be in a position to claim in addition 
the benefit of having the stores, some of which will 
be used for the purpose, at their pre-war value . 

Is that quite so? A company’s regular practice is to 
have so many tons of chairs or fishplates, or whatever 
it is, in stock. They accumulate in stock because they 
are not doing t-heir maintenance. They issue those 
and use them. They then have to replace what is 
their ordinary amount of chairs they keep in stock. 
You must keep a certain amount of stock. You may 
have a couple of miles of permanent way torn up. I 
have not been into this question of stores very deeply, 
but it seems to me that is comtemplated. 

2250. Supposing now a railway has in 1913 £100,000 
worth of stores, and uses them? — That is what it 
uses? 

2251. Yes. The next year it uses the £100,000 of 
stores, but to replace them costs £150,000? — Those 
are issued stores. 

2252. That is £50,000 more. The Government will 
lose that £50,000 because it will go against nei 
receipts? — If they were issued. 

2253. The next year the same amount of material 
goes out, which costs £200,000?— The same amount of 
maintenance is not being done. There is not' so much 
stores going out. 

2254. Suppose there is £200,000, the Government 
then has to pay £100,000, so practically it falls on 
the Government? — Yes. These are issued stores. 

2255. In the four or five years there might be 
£400,000 or £500,000 they have paid extra?— In- 
creased working expenditure. 

2256. Which the Government has to pay?— Yes. _ 

2257. Then the stock at the end of that period 
is renewed on the 1913 basis, and therefore the stores 
are worth so many hundreds of thousands of pounds 
to the company without any charge, and the Govern- 
ment would have to pay; is that correct? — I think 
it is. The idea was to hand the railways back in 
much the same state as when we took them over. 

2258. The rough position is that you should charge 
out the average cost price to the Government. 

2259. The Government have paid it to the rail- 
ways? 

2260. Yes. It means that at the end of the period 

of control 

2261. But the railways have not repaid that ad- 
vance. 

2262. They have bought the stores. They buy the 
■ stores. 

2263. Then the railways do not get an increased 
value on those stores? 

2264. They get a payment to equate the 1921 stores. 

2265. Is not the matter made clear by using the ex- 
pressions c ! book price ” and “ market price ? At 
the termination of control there will be ii certain 
amount of stores which will be in excess of issue at a 
book price which will be below the market price. The 
railways, as I understand it, are claiming the differ- 
ence between that book price and the market price in 
respect of all the stores there. Am I right? 

2266. They are claiming the difference between the 
book prices at the end of control and the book prices 
at August, 1914. 

G 4 



32440 



104 



DEPARTMENTAL COMMITTEE ON RAILWAY AGREEMENTS. 



25 November, 1920.] Sir William F. Harwood, K.C.B. [Continued. 



2267. Does that mean in effect that the railways get 
paid twice? — (Witness) : No; I do not think it is paid 
twice. It is a different thing. The one is stores as is- 
sued, and the other is stores in stock. 

2268. But the effect is, is it not, that what the 
railways get at the end is a profit, over and above 
this compensation, of the difference between the 
market price at 1913 and the price at the end of the 
period of control? — That is so. 

2269. They get that profit? — Yes. 

2270. Then that is the case then? — I think so, as 
I should read this. I think the idea' was — and the 
Treasury accepted the idea — that the railways should 
be returned to their owners in practically the con- 
dition in which they were when we took them. 

2271. You say that the railways must be placed in 

the same position at the end as they were at the be- 
ginning? — I think that is what the Treasury had in 
mind. , 

2272. They had the charging powers fixed at a 
specific rate at the beginning? — Yes. 

2273. And the charging powers were in order to 
make up labour and the prices of stores as they were 
at that date? — Yes. 

2274. At the end of the period of control you have 
to increase the charging powers? — I quite agree that 
you have entirely altered the circumstances. 

2275. That is the whole point. — In November, 1916, 
we had not even put up the passenger fares. 

2276. It seems to me that the moment the arrears 
of maintenance question was thrown into a state of 
flux, the conditions were so changed that I suggest 
if the Treasury had been well advised they would 
never have agreed to this clause in that Yellow Book 
owing to the change in circumstances? — I think the 
change in charging powers has much more to do with 
it really. 

2277. The whole thing is rather wrapped up, I 
think. It seems to me the great increase in cost 
has had a very material bearing. If it was only 12Y 
or 15 per cent. I do not suppose anybody would have 
raised any question, but if it is a question of an in- 
crease of 200 or 300 per cent, the matter becomes 
very serious? — Quite. I would agree to that; it is 
very serious. 

2278. Have the Board of Trade and the Treasury 
ever had this point out with the railway companies 
in the last two or three years? — Not to my recollec- 
tion. 

2279. No one at the Board of Trade or Treasury has 
opened this matter, I think? — I do not think so. 

2280. Was there any consideration for this agrees 
ment? — I do not know the early history. 

2281. You know what I mean by the word “ con- 
sideration ” do you not? — Did the Government get 
anything out of it? 

2282. A legal quid pro quo ; it does not matter 
how small. Was there anything which the railway 
companies gave the Government in consideration of 
this very great concession involved in the stores 
agreement? — I could not say that there was. 

2283. If that was so, might not one suggest that it 
was a regulation made in the light of circumstances 
and capable of revision the moment circumstances 
changed? — I think there is a letter somewhere where 
they said that they recognise that the property of the 
company should be restored to them in practically 
the state it was in. 

2284. 1 think that was physically the same. I put 
it to you that if, as a matter of fact, the operation 
of this anangement had been to confine the benefit 
of the shareholders of the company strictly to their 
pre-war net receipts, then it is true there would have 
been a heavy burden placed on the Government to 
replace the stores at the higher price? — I think that 
is so. 

2285. So that from the point of view of abstract 
justice, the Government having taken over the com- 
panies for operating, there is some argument to he 
founded on the statement that they had to restore the 
whole property physically in the same condition as 
that in which it was when they took it over from the 
companies. That is an argument which can he 
founded ?— That is so. 



2286. Supposing the Government had taken over 
the railway companies in 1914, and the shareholders 
in the meantime had literally only received the net 
receipts. At the end of the period of this stores 
agreement, the railway companies would undoubtedly, 
have to raise fresh capital in order to meet the cost 
of the increased amount of money wrapped up in 
stores. That is true, is it not? — To replace tneir 
stock. 

2287. An argument can be founded that under all 
the circumstances there would be some justice in the 
Government putting that right with the railway com- 
panies — finding the extra capital. There is an argu- 
ment which can be founded, if, as I say, it was 
strictly limited to the amount that the shareholders 
had received in the form of net receipts. 

2288. I can see that there may be an argument on 
the question of interest on the working capital during 
the period of control. 

2289. It is already included in the accounts. 

2290. I cannot see anything more. 

2291. The difficulty the Committee are in, and 
what 1 was aiming at in the questions I ventured to 
put to you is that this Pink Book is one of the very 
few documents which apparently has received careful 
consideration by His Majesty’s Government. It lias 
carried a degree of formality which is sadly lacking 
in regard to a great many other deeds which have 
passed between the Government and the railway com- 
panies — ( Witness ) : It has got full Treasury sanction. 

2292. And, consequently, as things stand, we are 
faced with a stores agreement which undoubtedly will 
throw upon the State a very substantial burden ? — 1 
think it will. 

2293. It is therefore very important, I suggest, that 
we should consider the circumstances which ruled at 
the date when this document was drawn up. It was 
in that connection that I was pointing out the differ- 
ence in the position in regard to arrears of mainten- 
ance then, and the conditions as ruling subsequently? 
—No doubt, there is a very large difference in the 
circumstances. 

2294. I cannot help thinking that looking at No. 
til) on page 89 — I do not say attaching too much 
importance to it — it does seem to me to be nothing 
more than a problem of shortage at the end of the 
control period. I may be quite wrong in making 
that suggestion. No. (II) provides in the first place 
for an adjustment as between August 5th,. 1914, and 
the end of the control period; but the essence of the 
business seems to be simply a question of making 
good a shortage which may exist at the end of the 
control period; is that wrong? 

2295. It goes further than that. If there is a 
shortage then the Government is required to make 
up the difference between the book value of that 
shortage at the commencement of control and the 
current market value at the end. In so far as there 
is not a shortage, and in so far as a certain stock 
of stores is in hand in the railway companies’ store- 
houses at the end of control, then the Government 
has to make up the difference between the book value 
of that stock at the beginning of the control and the 
replacement value at the end. 

2296. Is not that varied by the adjustment which 
has been going on during the period of control by 
the allowances which have been made for the purpose 
by the Government? Is not that mat to an appreci- 
able extent? 

2297. Do you mean by allowances the amounts the 
companies have been allowed to charge to working 
expenses? 

2298. Yes. 

2299. I think you must suppose that the fact of 
those allowances was realised when this agreement 
was entered into. 

2300. “ Any amounts already received by the com- 
panies for replacement value of material vised on 
work done for the Government.” 

2301. That refers to work done for other Depart- 
ments of the Government — munitions work — and not. 
for ordinary railway expenses, does it not?— 
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( Witness ) : Yes, including War Office sidings and 

things of that sort. . 

2302. There is nothing in that paragraph to indi- 
cate that restricted scope. 

2303. What were the functions of the Railway 
Section of the Board of Trade pre-war ?— Properly 
speaking, the main thing that we were concerned 
with was the inspection of railways before opening, 
enquiries into accidents, dealing with complaints of 
individual railway charges, and a number of things 
of that sort; also canals and tramways. 

2304. Had any of the staff any experience of rail- 
way management or organisation or railway financed 

Very little, except that we had been dealing with 

railway matters for a good many years, some of us. 

2305. Really, with rates? — Yes. 

2306. Rates only ?— Everything that the Board of 
Trade had to do with railways. 

2307. That is safety and rates? — Yes. 

2308. Have you got a list of the names of the Rail- 
way Executive? — It was the managers of certain com- 
panies. 

2309. Have you got a list of the names? — I can give 
you the companies, and I can give you the names. 

1 gave them yesterday. 

2310. At the joint meetings of the Railway Execu- 
tive, who represented the Government? — -The Presi- 
dent of the Board of Trade was the Chairman, but 
he was only to be called in in certain cases ; he* nevei 
was called in, though the Committee naturally con- 
sulted him, and he consulted the Committee; but he 
was never called in to settle a difference. 

2311. Who represented the Government at the meet- 
ings?— Nobody. If I had anything to raise I went 
to the Committee and raised it ; but if I had nothing 
to raise I did not go. In the same way, the War 
Office or the Admiralty went to the Committee, or to 
whoever was there. 

2312. So that the Executive Committee managed 
the railways and decided everything on tlieii own ? 
They could not decide everything on their own, be- 
cause sometimes it required legislation. 

2313. In the absence of that, they were absolutely 
in sole charge of management, organisation, expen- 
diture, and all other details ?— They certainly had the 
management. It was the oiiiginal idea that the i ail- 
ways should be managed, if they were taken over, by 
a Committee of Managers. 

2314. Who had control of all the expenditure?— 
Subject to the various agreements and instructions. 

2315. Outside these letters or understandings they 
had full control? — I think that is right — not the Com- 
mittee so much as the managers of the individual 
companies. 

2316. Were they not the Railway Executive, as we 
understand it to-day ?— They were men who were 
mainly concerned with seeing to the necessary move- 
ments that were required by the War Office or the 
Admiralty, and with giving instructions to the com- 
panies so that these movements went through pro- 
perly. 

2317. The financial results of carrying out the 
understanding contained in that letter do not look 
very well to-day ? — Which one is that ? 

2318. I think you referred to the letters generally 
—that some of them did not look well to-day?— I said 
some of the agreements do not look well when looked 
at from this end. 

2319. The understanding is in the letters, and I 
put it that way — the letters which have passed be- 
tween the Government and the Railway Executive 
result in payments being made in excess of any loss 
or injury involved and established under the Section 
of the Act of 1871. Suppose they were proved to be 
£20,000,000 in excess if these understandings were 
carried out— I am assuming that it is proved they 
were £20,000,000 in excess— would you regard such 
an event as being in accordance With the Act of 1871 ? 

l take it, yes. It would be an unfortunate result, 

but the Act' of 1871 says full compensation in the 
absence of agreement — “ full compensation to be de- 
termined by arbitration under the Lands Clauses Act 
in the absence of agreement.” 



2320. I think it says such full compensation as may 
be agreed? — Yes. 

2321. My point is, supposing all these under- 
standings were carried out and a sum paid undei 
the understandings reached and a successful attempt 
was made to demonstrate what was full compensa- 
tion for loss or injury under the Act of 1871, and 
the payments made were £50,000,000 in excess, 
would you consider in such an event it was in 
accordance with the Act of 1871? — If you had agieec 
to make payments of that sort I do not see that it 
is contrary to the Act of 1871. I think it would 
be an unfortunate result, but 1 do not see it is 
against the Act. 

2322. With regard to document (2) on page 4, can 

you remember the circumstances at the time when 
it was agreed to drop the clause or the phrase 
“excluding loss not due to control.'" Llaii 

you remember whether it was then the view of all 
parties that you were not going beyond the Act of 
1871, but you were ascertaining the compensation 
due ’ under that Act? — We were endeavouring to 
come to an agreement which would get us out of 
the position we were advised we were in, in which 
we would be liable for the losses which were being 
sustained by one company, and have no benefit from 
the gains of another company. 

2323. How would that touch the question of the 
construction of this phrase, “ excluding loss not due 
to control ” ? — Our point was to get an agreement. 

If we got an agreement we had to drop those words 
out. It was part of the bargain. 

2324. There are two positions arguable on that. 
By dropping those words out, you imply that the loss 
is not due to control? — Yes. 

2325. On the other hand, if we take this letter 
it distinctly contemplates that this is a mode of 
arriving at compensation payable under the Act, 
and therefore due to control?— Yes, we refer to 
compensation to the railway companies arising under 
the Act of 1871. 

2326. Are we to take it that at the discussion 
which then took place there was no shifting of the 
fundamental ground, but that you still thought that 
notwithstanding the dropping of that phrase you 
were merely, as this letter seems to indicate, 
providing a method of arriving at the compensation 
due under that Act?— The letter refers to that, but 
wliat w© were endeavouring to get at was an agree- 
ment, and it was part of the payment for the agree- 
ment that we should drop those words out. 

2327. Were you intending to be outside the Act or 
within the Act? — We were attempting to agree the 
amount of compensation under the Act, and it took 
this particular form. 

2328. That is my point. At the time was it the 
clear intention that this particular form should be 
the mode of ascertaining compensation under the 
Act and not beyond the Act? — I am afraid I have 
not made myself clear. Suppose we had simply 
stuck to the terms of the Act, we would advise an 
individual company who had made a loss that they 
might make a claim against us. With regard to the 
individual company who had gained under the same 
circumstances, we had no claim on that. So that if 
we had dealt with it that way we should only have 
paid the compensation arising from the operation of 
the Act, which might have come to a much more 
considerable sum than if we had taken the whole 
losses. 

2329. That is the question of the pool? — It is the 
question of the Government’s position. 

2330. I suggest to you that there are two ques- 
tions : There is the question of the pool which covers 
the point you are putting to me, namely, of one 
company making a profit and another making a 
loss, and you wish to get an aggregate as between 
the companies and the Government. Then I sug- 
gest, in order to make that pool, it was though! 
necessary to drop this phrase which excludes losses 
not due to control? — It was necessai-y to get the 
agreement. 
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2331. You mean they would not have consented to 
a pool unless you had consented to that? — They would 
not have consented to this form of compensation with 
those words in. 

2332 ; I have before me Sir Herbert Walker’s letter, 
in which he clearly indicates that the clause with 
those words omitted is still contemplated as for 
adjusting the question of compensation arising under 
the Act?— That is right. 

2333. On the other hand, it is arguable that the 
chopping of that clause gives you a provision which 
goes beyond the Act? — I do not think it does, because 
the Act says the amount of compensation can be 
agreed . 

2334. At the time when this agreement was made, 
was it the clear intention of all parties at that 
meeting that this was merely to be a method of 
ascertaining the compensation due under the Act?— 
That is so. It says: u To ascertain the compensa- 
tion,” and so on. 

2335. We have to explain why the companies were 
so keen to have this phrase dropped. In fact, as 
you are suggesting now, you could not have got the 
pool unless you dropped this phrase? — It was the 
agreement we should not have got. 

® 6 ' ? llt the agreement is the agreement for the 
pool?— No — the amount of the compensation. 

?27ie Witness 



2337 . I understand the essential difficulty was the 
making of the pool, because of this difficulty in dis- 
tributing the amounts amongst those within the pool? 
— That was a difficulty that had arisen between them. 

2338. So far as this letter is concerned, the 
question of the pool is not the point that interests 
me for the moment. What is interesting me is tlnu 
the phrase “excluding losses due to control ” was 
dropped? — It was impossible to distinguish which 
were losses which were due to the operation of the 
Act and what the other losses were. It was impossi- 
ble to distinguish between them. 

2339. Under any agreement within the Act of 1871, 

would not you say it was part of the spirit and pur- 
pose of the Act that there should he reciprocity? 

The Act uses some curious words about “ full compen- 
sation. The intention was that anybody who was 
injured should be compensated in full; there is no 
doubt about that. 

2340. Do you not think that the opinion which 

Sir Stanley Buckmaster gave, while it did not commit 
him to. anything in particular, was nevertheless one 
which indicated reciprocity in the sense that he re- 
ferred directly to the right to take all receipts ? I 

think he said it could be argued ; but I think earlier 
on in his opinion he expresses a strong doubt about 
it. He says, “ This makes it all the more important 
to arrive at an agreement." 

withdrew.) 
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Sir HARDMAN LEVER, Bart, K.C.B. Mr. W. PETER RYLANDS. 

[Mr. E. TWENTYMAN ( Secretcm /). 
Sir Alexander Gibb, G.B.E., C.B., called and examined. 



2341. I think, Sir Alexander, you are the Director- 
General of Civil Engineering at the Ministry of 
Transport ? — Yes. 

2342. Did you hold any other official position before 
the Ministry of Transport was established? — I was 

. Civil Engineer-in-Chief at the Admiralty for about 
two years prior to that. 

2343. Did you not organise the Rosyth base? 

1 was contractor for that. I was not acting as 
engineer then. 

2344. You would like to give the Committee some 
information as to your experience and practice 
before you undertook your official duties? — With 
regard to the former question, I was Chief Engineer 
Ports Construction to the Armies in France, and I 
was also Deputy-Director of Docks. I had a dual 
position there. That is all the official work I have 
done in addition to that in connection with the 
Admiralty and the Ministry of Transport. I was 
brought up as a civil engineer. I was a 
pupil of the late Sir John Wolfe Barry, and 
I was with him for about ten years as resident engi- 
neer. Finally, I was his chief resident engineer, 
engaged on railways and docks and undertakings 
like the Tower Bridge and the Barry Docks, and 
finally I was resident engineer on the Whitechapel 
and Bow Railway, which was a very heavy piece of 
work. We spent about half a million a year there. 
Then I gave up engineering and I became a public 



works contractor, and I have been that for about 
fifteen years. I carried out several fairly large works 
in that capacity. In fact, I was a business man 
pure and simple for fifteen years. 

2345. And you have looked carefully into the 
operation of these arrangements entered into 
between the Government and the railway companies? 

I have looked at them in so far as they have been 
sent to me for consideration; that is to say, any 
matters referring to work are usually sent on to my 
department; and then I give an opinion upon them 
with regard as to how they fit in with the Agree- 
ments. 

2346. Have you put special thought on the question 
of maintenance? — I have. 

2347. Then you will be of very great service to 
us. 1 wish to say this to you ; the Committee are 
quite cognisant of the real general service you have 
rendered to your country; they know that, and I 
want to pay my tribute to you for what you have 
done. 

Now we will proceed with your statement.* 
You have it before you; you have your conclusions 
here, and you will point out why these conclusions 
have been formed. We have your appendices,! and 
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these are circulated; we shall not need these except 
for reference ? — Yes. I did not want to tire you 
with long papers. 

2348. I want to say that it is admirable; your 
appendices themselves are really very fine work. — 
Thank you very much. Well, Sir, to take 

the first conclusion, I think that the only fair 
way of dealing with the matter is to consider 
the letter of Sir Herbert Walker of the 6th 
August, 1914, to the President of the Board 
of Trade — to consider that as the contract, and 
to refer back to that everything that was settled 
afterwards. If an interpretation is in accordance 
with that original contract, then it is a good one; 
if it is not, then it is a had interpretation. The 
whole matter was exceedingly difficult; all sorts of 
contingencies arose, and they had to be dealt with 
from time to time. I do not say there was any bad 
faith on the part of the railway companies or the 
Railway Executive; I think the work they did was 
admirable; but they merely dealt with matters from 
time to time, as they arose, and my point is this, that 
what held good and might have been quite a good in- 
terpretation during the war need not necessarily be a 
good interpretatioin at the present time, because 
circumstances have altered. That deals with (1) and 
(2) of the conclusions. With regard to (3) going 
through certain interpretations in connection with 
matters brought forward now, certain of these inter- 
pretations do not seem to me to be quite in accordance 
with the original contract. I have given samples of 
those, not all of them, but some of the most pro- 
nounced, in “ Defects and possible remedies ” in 
section IV. of my proof. These interpretations might 
have been quite good at the time they were given, but 
I do not think it could be said that they are good 
interpretations now, and I think would be unfair, in 
view of a certain letter of which I have given a copy* 
I refer to Sir Herbert Walker’s letter of 13th August, 
1914, to the general managers of the railway com- 
panies. 

2349. That is about the honourable arrangement? — 
About the honourable arrangement. The whole tone 
and gist of that letter is that the railway companies 
wished to be perfectly fair in their arrangements, 
and that they would not take advantage, nor did 
they wish to take advantage, of any circumstances 
arising that would put the Government in an unfair 
position. I think that letter ought to be read into 
the present state of affairs. The general feeling I 
have had in going through the various interpreta- 
tions of the agreements is that there is a gradual 
bettering of the bargain from the railway companies 
point of view. I may be prejudiced, but I have tried 
to be quite fair about it. There are certain small 
advantages to the Government, but the weight is 
the other way. 

2350. Will you give us cases, to take that conten- 
tion No. (3) in Section II. of your proof, t “ That 
many of the ’present, interpretations are not in 
harmony with the true intention of the Agreement ? 
— Yes, I have given that. 

2351. l r ou will follow that out? — I have given 
cases of that in Section IV. The next point about 
the general bettering of the bargain — I am afraid 
you have to read through the whole agreements to 
take that in. It is only the impression one gets. It 
would take a long time to point out bit by bit how the 
bargains were bettered. Then take No. (6), “That the 
total expenditure on maintenance and renewal of all 
the controlled railways should be limited to the 1913 
quantum.” I think that is most important. Unless 
you do adhere to that— and it was no doubt the 
original intention — the railway companies can spend 
what they like, and you have absolutely no check on 
them. Tt is really impossible for an engineer, a 
Government servant, to go down and say what is 
necessary and what is not necessary on every line in 
the country; it is far too big a job. You could go to 
a certain place, but you could not go to every railway ; 
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it would mean an enormous staff. So the only way 
you can keep that within bounds practicably is to 
say, “ You must not spend more than your 1913 
quantum; that kept your railway in a perfectly good 
state of repair, and if there are any circumstances 
which have happened, any extraordinary work which 
has been brought about by the control, bring forward 
those cases ” — but the onus of proof must be on the 
railway companies. 

2352. Do you mean spend more? — Spend more than 
the 1913 quantum? 

2353. Supposing the values have gone up ? — What 
I mean is at present-day prices reduced to 1913 or 
pre-war values; that, of course, would have to follow. 

I consider that the onus of proof of any extra expen- 
diture should always be on the railway companies. 

If you adopt this method then the whole case is 
very much simplified. Those were my conclusions. 
Probably the Committee know far more about the 
agreement than I do ; it is all 'a, matter- cf .fact : it is 
not a matter of opinion; but one or two things were “ 
in favour of the railway companies. One was that 
1913 was a very good year; I do not think 
there is any doubt about that. I have given 
in the appendices the Board of Trade returns 
for the exports and imports for that year. It might 
be worth looking at these. That is on page 4. 
If there is any doubt that it was not a good year, I 
think that may clear the matter up. You see that, 
even making allowance for the extra capital, the net 
income of the railways was 11 per cent, above the 
average of the previous ten years, amounting to 
£40,000,000 on a seven years’ control. So that 
was quite a good start off. Then you will see in the 
paragraph following that both the imports and ex- 
ports of the country were a record year ; an increase 
of 23 per cent, on the total imports and an increase 
of 34 per cent, on the exports, and that is bound to 
reflect on the business of the railways. I do not 
know whether you would like me to go through the 
defects shown in the cases that I have brought up. 
Thev are very technical, some of them,, and a little 
difficult to follow. 

2354. Probably the committee may ask you ques- 
tions on all these points? — Might I bring up one, 
just to show a sample of what can happen unde T 
agreements ? 

2355. You are on Section IV.* now?— Yes, para- 
graph 3a of Section IV— the 80 per cent., and not 
taking scrap value into account. 

2356. Do not you think it would be better if we 
could follow those paragraph by paragraph, Sir? 

2357. Yes, and you can ask questions on it as the? 
arise. 

(Witness) : I was going to suggest it would take a 
long time to go through all these cases, but if you 
come to 3 a, that will give you a good sample. 

2358. Does not each paragraph deal with a prin- 
ciple? A. different case of a different defect. 

2359. I thought each paragraph dealt with a 
different principle, of which there might be many 
illustrations? — No, those are real illustrations 

2360. Supposing you try to go through, because 
we shall sit a long time to-day, you know, and explain 
them?— I shall be pleased to do that. I will take 
them one by one, but it is a little difficult to explain 
shortly. 

2361. On a point for ourselves, I was going to ask 
this question. Sir Alexander starts with certain 
conclusions. It is rather difficult to follow them m 
reading the evidence. No doubt it is quite by acci- 
dent but I notice that we jump about from subject 
to subject, and I think as far as possible we should 
keep matters in order. For example, I thought of 
suggesting that if Sir Alexander has any broad view 
on”the agreements, that it might be possible to exhaust 
that first, and then go to illustrations and other 
subjects. If we do not do that, I think we shall get 
into a variety of subjects all along the line. 

2362. You would perhaps proceed on the lines sug- 
gested?— I will. I have said as much as I have to 

* Appendix XIV. 
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say about the agreement. It is no good my repeating 
myself, because your time is valuable. 

2363. If in going on any of the members of the 
committee like to interpose, that will be agreeable 
to you? — Yes, quite. 

2364. There may be some points that want elucidat- 
ing as we pass along? — Yes. 

2365. At what stage did Sir Alexander Gibb come 
on to the scene in these matters? (To the Witness) : 
You were not connected with these transactions from 
1914? — Oh, no, I came on when the Ministry of 
Transport came into being. 

2366. You looked at all these agreements, and this 
is the result of your thought on the whole matter? 
— Yes, the result of twelve months’ working on it. 

2367. I take it that Sir Alexander Gibb is speaking 
as an expert witness; he has applied his mind to this 
problem from that point of view. 

2368. You will remember we agreed that Sir 
Alexander - could help/fts very much in regard to the 
important point of maintenance; that was one of 
the main reasons for his coming here to-day. 

2369. That makes it perfectly clear that Sir 
Alexander Gibb had no direct or indirect association 
with this matter on behalf of any of the parties. 
(Witness) : No, and also I am not a financier, and I 
do not pretend to be. 

With regard to the agreements, I have said all I 
can usefully say, unless there are any questions which 
any member of the Committee would like to ask me 
about. How this agreement was arrived at is given 
in the Appendix* under “ Agreements,” and all the 
letters are there given. 

2370. I think you propose to start with Section IV-3 
(a )? — On defects, yes. 

2371. I should like to ask you under Section IV-I 

(C) : “ Not only have the railway companies been 

allowed the increased cost of new rolling stock over 
1913 prices , but they interpret the instructions as 
giving them a percentage (say, 5 per cent.) of the 
increased cost of such rolling stock over their 1913 
total cost.” That seems to me to be the first time 
I have had that brought to my mind — this 5 per cent. 
Where does that arise? — It may be 5 or it may be 4. 
I have put that in brackets, because I have said 
“ say.” The point of that is this. Supposing you 
had a locomotive which was renewed and it cost double 
what it did in 1913, the Government pay first of all 
the extra cost. Then the railway companies take 
another percentage, say, 5 per cent., and put it into 
a renewals fund in order that the railway at a later 
date, when that locomotive wears out, may have some 
money ready to supply a new locomotive. 

2372. That is very desirable from their point of 
view? — Yes, from their point of view. 

2373. Where does that appear authorised in the 
instructions ? — You would like me to quote the case 
under which they do it? 

2374. You understand we have been very exhaus- 
tively considering this Brown Book and the other 
Books, to which I suppose we have to look for an 
authority for an arrangement of that kind? — Yes. 

2375. I think it is the point that Sir George 
Beharrell points out on Circular Letter 686. It is 
a question ol first cost? — May I say I have not read 
Sir George Beharrell’s evidence, so I do not really 
know what lie has said and what lie has not. I 
thought it was better not to read it. 

2376. It is Circular 686 to which reference is being 
made, I think. I think I can show it to the Witness. 
It is page 34, Document 40. + 

2377. I do not see any provision for allowing them 
to charge more than the current rates. — May I explain 
Die ostensible reason, that it was their usage and 
custom, and the point is whether they are to be 
allowed the 5 per cent, on the extra value, or only on 
the original 1913 cost. I maintain that it ought to 
be only on the 1913 cost, and not on the extra cost. 

2378. But surely, supposing they were brought down 
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to tlie basis of their 1913 provision (subject to any 
adjustment that might be necessary) that would cover 
it completely, would not it? — I think it would. 1 
think the whole reading is unfair; 1 think that is 
one of the worst cases. 

2379. There is no authority for that specific form 
of charge. 

2380. That is their interpretation of it. It has 
been disputed, l think. 

2581. If you take that document on page 34,* (1) 
(6), which starts with “ additional units or increased 
first cost of rolling stock in service ” ; — that has 
nothing to do with inteiest on further capital expen- 
diture, that 5 per cent. I take it. 

2382. Oh no, but possibly if Sir Alexander Gibb 
continued, the point would come out as to just how 
they have interpreted this Circular 686. — (Witness.) 
Their point is this. They say that certain railway 
companies when they build a locomotive always put 
a percentage of the cost of that locomotive into a 
renewal fund, so that when the old locomotive wears 
out the3 r have the price of a new one. 

2383. It is depreciation, is it not? — Yes, it is depre- 
ciation ; that is it. They take the extra war cost and 
they want to deal with that in the same way. Now 
l maintain that there is no certainty that when that 
locomotive is worn out the new locomotive will be at 
war cost. 

2384. Your point is not the principle of deprecia- 
tion? — 1 think they ought to have that. 

2385. But your point is that they should not take 
the war price? — Yes; I do not think it is fair. 

2386. And they take that 5 per cent, every year?- — 
Every year. 

2387. Has it been the practice to re-construct or 
completely renew plant out of depreciation accumula- 
ting prior to 1913? — I should like to say a word on 
that. I believe the custom is this. This is an instance 
where the Government is also suffering. Certain rail- 
way companies had a renewal fund and did deal with 
their plant in that way; the others did not. Now 1 
believe you will find, if you go into this arrangement, 
that the companies are taking advantage of it, and 
that the companies which had no renewal fund before 
are accumulating renewal funds now — I do not want 
.you to take my word for that, because I have not 
seen all the papers ; I only see certain of them, but 1 
think you will find that is so. It was thought if one 
company got this all the others ought to get it. 

2388. With regard to Section IV. — 2, t “ The 
original agreement provided that the whole of the 
railways were to be regarded as a collective entity,” 
and then you refer to the Abstracts A and B, in 
what you say there you take it there is no set-off 
between the two Abstracts? — Yes, you may have 
arrears in one and the Government pays for that, and 
excess in the other, and they are at present paying 
the excess; so the companies are getting it both ways. 
I hold that that is not in accordance with the agree- 
ment — that they should be taken as one entity. 

2389. How is it that they are so much in excess on 
Abstract B. : what is the engineering explanation of 
that ? — There are many reasons. One is that the rail- 
way companies are getting more of their rolliug stock 
repaired by outside contractors. 

2390. But that would be additional plant, would 
not it? They would not be allowed to charge now 
plant against the Abstract, would they? — No. There 
is one reason I can give you for the increase in 
repairs. During the War most of the shops, or a 
good many of the repair shops, in the railway com- 
panies were taken over by the Munitions Department 
as Government factories, and there is no doubt they 
got behind very consiiderably. 

2391. But supposing the expenditure was perfectly 
legitimate, and at the end of the control let us say 
their rolling stock was not in any better position than 
it was at the commencement of control, would it not 
be fair and reasonable that they should be allowed to 
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tenance? — You mean in excess of the 1913 quantum? 
charge ' anything, whatever it was, to their main- 

2392. I want to understand the point, the point 
being that the railway companies say that at the end 
of control they are entitled to have their rolling 
stock neither bettor nor worse than in 1913? — Yes. 

2393. Now if it is in fact neither hotter nor worse, 
why should they not he entitled to charge in their 
accounts everything that they have spent on main- 
tenance? — You mean supposing the maintenance 
came to double? 

2394. Supposing the maintenance came to double? 

— I think you would say then, “ Well, they must 
have done more work,” provided you have reduced it 
to the 1913 quantum. 

2395. But you put it as high as this, that the onus 
is upon the railway companies to justify it. Now 
supposing it was a fact that the railway stock was not 
in a better position than it was in 1914, they would 
not have very much difficulty in justifying that, would 
they? — But how can you say whether it is or whether 
it is not in a better condition? That is the difficulty; 
that is the great difficulty. All you can do is, you can 
say, “ We will let you spend your 1913 quantum, re- 
ducing the present rates to 1913 rates; if you spent 
more than that, then you have got to show why ” — 
and I do not think it would he a sufficient answer lor 
them to say, “ Our rolling stock is m no better con- 
dition than it was in 1913.’’ That is not a proof. 

2396. Perhaps that would not be sufficient, but 
then there must he some other reason — some other ex- 
planation ?— If it was a' good explanation I would pay 
it then. 

2397. Ex hypothesi it is not to be in a better posi- 
tion. We wiil assume that. Do not you think, as an 
engineer, you would be able to give a reasonable ex- 
planation of why, in spite of it not being in a better 
condition, the cost had been so great? — But all the 
extra costs of the work are paid to them, and it is 
reduced to a 1913 basis. 

2398. I agree to that, hut the point I am on is to 
be satisfied in my own mind as to whether or not it 
would be reasonable to demand a' set-off between these 
two Abstracts? — Yes. 

2399. Now the railway companies’ case, I am assum- 
ing, is that as long as 'it is a legitimate maintenance 
cost, they are entitled to charge it against the Govern- 
ment, no matter how much it is. Now if their rolling 
stock is not as a matter of fact in a better condition 
than it was when the War broke out, I suggest that 
you as an engineer, speaking on behalf of the rail- 
way companies, could give a reasonable explanation 
of why Abstract B. amounted to so much money?— - 
You mean if I was on the other side, taking the rail- 
way companies’ point of view? 

2400. Yes. — I should think myself very clever if I 

was able to do that. There might be something 
that one knows nothing about, but if the condition 
of the rolling stock is no better than it was in 1913, 
and the prices of keeping it in repair have been 
brought back to the 1913 quantum 

2401. And yet was about double, or largely in 
excess? — Yes, about double — I should say that wanted 
a good deal of looking into. 

2402. If those were the facts, I suggest to you 
that you, knowing the circumstances, would be able 
to give some explanation. For instance, you men- 
tioned to the Committee just now that circumstances 
have been very difficult? — They have, very. 

2403. The cost of maintenance might have been 
very much aggravated owing to the inefficient condi- 
tions under which the expenses were incurred — short- 
age of men, unsatisfactory men, the stitcli-in-time 
argument that the railway companies have put for- 
ward. I am only wondering how far we are justified 
in claiming that the two abstracts should be set off 
one against another if there is a reasonable argument 
on the side of the railway companies that the expen- 
diture was merely the expenditure necessary for 
maintaining the rolling stock.— -Then I should say 
this, that the fair way of dealing with it would bo 
that, if the railway companies could prove that 
they had a case, and that they had extra expendi- 
ture, and that it was legitimate extra expenditure 



under the main agreement, the onus of proof being 
on them, then they should be allowed such legitimate 
extra expenditure, but they would have to prove 
their case, and they have not done that yet. 

2404. But how do you yourself, looking at it from 
the other point of view, account for the fact that 
this Abstract B. is so greatly in excess? What have 
the railway companies been doing? — I do not know; 

I really do not know. They may have been doing 
anything ; but directly they spend more than they 
ought to spend, the onus of proof, if they want 
paying for the extra, ought to lie with them. I do 
not think it is right that the Government should 
pay limitless money away without having some very 
good reason for doing so. As a business man I 
should not do it. 

2405. Do you -mean everything over the 1913 
quantum? — Yes, reduced to 1913 values. I should 
like to say something about that from the permanent 
way point of view, which I really know more about 
than I know about locomotives. I am not a 
mechanical engineer. 

2406. Before you go on to that -? — You asked 

how they could do it. I think I can show you. 

2407. One final question. I just wanted to know 
whether there is charged against the Abstract the 
depreciation or other provision allowances, or do they 
appear separately ?— If they are charged in 1913, and 
it is a usual custom to do it, then they are treated 
in exactly the same way during the control period. 

2408. Would it be possible, then, that a large 
amount of this excess might be attributable to 
provisions? — I doubt it. 

2409. Are there any other questions you wish to 
ask on this point? 

2410. It is not quite clear, but I am waiting for 
the permanent way. We may then find many answeis 
to questions which we want to put. — (Witness) : I 
know more about permanent way. 

2411. That is much easier, of course; the difficulty 

is with regard to the rolling stock. ^ 

2412. I should like to go back to one or two of the 
other points later, if I may. 

2413. You can go back now, certainly. 

2414. I want to ask Sir Alexander this question, 
it’ is just broadly and generally on the agreements. 
You indicate the foundation in 1913, and then you 
have also expressed the view that you would adhere 
to that although that is admittedly a peak year. 
Now taking the agreements and all the correspond- 
ence and everything else which we have before us, 
what is your position with regard to the innumerable 
qualifying clauses and modifications that are intro- 
duced throughout? Would you say, for example, 
that the accumulated weight of all these modifica- 
tions was such as to undermine the original agree- 
ment oil which you found ; would you say that the 
railway companies would be justified in part or in 
whole of their actings, because of an ordinary reading 
of these qualifying clauses? — That is to say what I 
have called interpretations of the agreement? 

2415 Yes — well, they are really more than that, 
because they are definite phrases inserted in the 
letters everywhere. — Yes, but they purport to be 
interpretations of the main agreements; they are not 
new agreements. 

2416. Yes, quite? — My feeling about that is this, 
that certain of those interpretations were quite 
justifiable at the time they were made, when there 
was a great shortage of men and when there was a 
shortage of material, but they are not justified now. 
There is great unemployment, and material is not 
short. 

2417. I do not press any legal point; I am not 
qualified to do so ; but looking at it strictly as an 
agreement or a contract, would you say that any 
present-day circumstances should be. taken into 
account by anybody in interpreting or in reading 
the letter of this whole problem that is before us? 
You say they were justified at the time, but you will 
not defend them to-day. Well, my point is this: 
How far would that argument avail the Government 
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in any settlement they were trying to reach with 
the railway companies ?— When it came to a point 
of law ? 

2418. Or in practice either? — In equity? 

2419. Yes ? — That of course is the whole difficulty 

of the situation. J 

2420. Am I right in understanding that your sug- 
gestion is that these things were simply stuck in, in 
the midst of the pressure of terrible circumstances 
confronting the State, but that you are not prepared, 
to defend them to-day? — Under present-day condi- 
tions ? 

2421. Yes — That is so — not the whole of them, 
2422'. But you would agree that in any financial or 

material settlement in connection with this 
business, that argument would hardly be very valuable 
would it, because after all you have the letter of the 
agreement there?— But you have that letter of Sir 
Herbert Walker, in which he says quite distinctly 
that it was a very difficult position for the Govern- 
ment, and they could only have made the present 
agi cements knowing that the railway companies would 
keep faith. I read into that that the railway com- 
pames would never take advantage of the situation: 
that they would always be fair; and, if it were 
possi lie for them to carry out more maintenance than 
their 1913 quantum during the war, that did not 
matter very much, because it was a physical impos- 
sibility; they could not get the men; but now, when 
they can get plenty of men, they could multiply it by 
three. * J 

2423. Well, suppose in point of fact we found that 
the-railway companies were not unwilling to adhere 
to the letter and spirit of “No better, no worse,” 
that is to say they were simply going to have their— 1- 
— Full pound of flesh? 

2424. No, that they would abide by their duty to 
t le State, and would not seek to derive any advan- 
tage from the national emergency; supposing in 
tact we found they had departed from that, and 
that it was necessary on our part to tiy to find some 
accommodation or arrangement, do you think it is 
possible to go back on the 1913 standard, reading the 
whole of this business, and especially from the point 
ot view of the undeniable fact that 1913 was an 
exceptional year in practically every branch of rail- 
way work , —I should hold them to their 1913 quantum • 
ir not, you do not know where you are. 

2425. From the Government point of view would 
you say that on balance it would be better to hold 

it.-—: I should hold them to the 1913 quantum- 
that is what was intended. 

2426 That is your view of the whole situation?— 

, ’ it practically sums up to that— that that is 

what was intended; and although during the war 
they made certain interpretations which were at the 
time quite fair, because of the shortage of men and 
materials these are very dangerous to-day, and 

ment Carry ° Ut th ® Spirit ° f the ori g inal agree- 

2427 Have you looked at the Act of 1871? I am 

not a lawyer; I do not know it well. I know it, but 

S 0t Q Say 1 ha T 6 made a minute study of it. 

2428. Have you looked at all these questions in this 
way— regarding the Act of 1871 and its provisions, 
and what took place before the war broke out, and 
considered all these actings during the war? Have 
you looked at all that just as a kind of continuous 
historical narrative, so to speak, and as something 
t > be read as a whole? — I have not studied that Act 
and I cannot speak as to that. I know the Act, but 

no pretend to be a lawyer at all. 

2429. It is not entirely a question of law?— I have 

°° 9 a 7 n a r if fl '°, m the business man’s point of view. 

2430 I thought if you had looked at that, you 
might have been able to tell us if we could follow 
any particular line?— I am afraid I am not competent 

;° do L l av £ e °. nI - v Iooked at it from the busi- 

ness man s point of view. 

2431. Though you are not looking at the matter 
. laWye J> 111 as much as you are. applying the 
cnnt^! e T " ar 7 ln S out the spirit of the' original 
contract, I think one might ask to what point in 



the correspondence you think that the original con- 
tract extended. You referred just now to this 
letter, m which the railway companies say they would 
not take any advantage. It- is document No. 5 You 
intend that document No. 5 should be included I 
Might I see it? Yes; I know that letter. 
245A Well, if that is so, we have now more than 
one letter m which you consider the original agree- 
ment is embodied. Have you considered at all how 
far these letters appear to you to embody the original 
agreement and where the mere interpretation begins ? 
— Y\ here the break came? 

2433. Yes?— I am afraid it would not be possible 
to give any definite line. I think the intention of 
the Executive Committee right through was to ho 
quite fair. I have not seen any signs of them trying 
openly to better their -bargain in the instructions 
given out, but it is in the way those instructions 
acted. 

2434. It is merely an intuitive tendency to go to 
their own side? Yes. May I now go to paragraph 
3a of Section IV.* which is really dealing with the co- 
efficient, the way of arriving at the co-efficient by 
which you multiply present-day prices, or prices at 
any tune during the war, in order to reduce the 
amount of work to the 1913 quantum? 

24 | 3 iv Ye r’ C6rtain] y-— I think what can happen 
would be best shown by going to an example. The 
Appendix,! page 12, gives some figures. This is a 
comparison between the cost of materials involved 
m laying 3,520 yards of new railway rails in 1913 
which was before the war, and in' 1918, when it 
ivas _ well known that prices had advanced very 
considerably; there is no doubt about that. You 
will see the result— that in 1913, that length of 
line cost £687 in materials to lay, and that in 1918, 
because of the way the railway companies took it out” 
it only cost £617, which meant that the railway com- 
pany that did this-— this is an actual concrete case— 
not only got its line as perfect as it was in 1913, 
but it carried to arrears of work £357, which the 
Government have to pay. 

,, 2436 - Tbe difference arises, entirely, on the credit 
tor re-usable rails? — Yes. 

2437. Simply because that has kept pace with the 
using charge on the other side? — The reason is that 
dui mg the war new materials were difficult to get 
and that brought up the cost of old materials ; & in' 
tact, at one time old materials cost nearly as much 
as new materials, and the rise in the cost of old and 

re-usable materials — the percentage rise was far 

greater than the rise in new materials. 

2438. That is merely for materials; you have made 
no allowance for labour? — 1 have merely taken out 
the materials. 

2439. Is that a very useful comparison, if you leave 
out the actual cost of re-laying? — It is quite useful, 
because we know that labour went up — that there 
was an increase — but we also know that materials 
w r ent up, and we take that part out. It would merely 
confuse the issue if you put in labour. 

2440. Is this designed to throw light on the way in 

which the percentage was arrived at? It is. I 

maintain that the percentage was inaccurate, and 
one which did not give correct results, and which 
ought to be altered. I think the percentage is not a 
good one. 

2441. May I ask this question generally. — how far. 
if at all, it was a percentage based on actual ex- 
perience; or was it simply a formula? — It was based 
on actual figures. It was perfectly fair so far as 
it went, but it did not go far enough. What they 
did was this. They took a certain number of 

materials, 80 per cent, of the materials used they 

were allowed to take any materials — and they com- 
pared the prices of 1913 with the prices of the year 
then under consideration; and then found out a co- 
efficient by which the materials in the period under 
consideration had to be multiplied in order to bring 
them back to the 1913 basis. Now there are two or 
three inaccuracies in that; one is this, that by taking 
80 per cent, a railway company can pick, if it wishes 
to do so, the materials which are going to be to its 
greatest advantage. 
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2442. Before you pass from that, do you mean it 
would have been almost as easy to have taken out 
the 100 per cent? — If I had been doing it as a busi- 
ness man I should have found out the 100 per cent., 
and'pieked out the 80 per cent, after. 

2443. On page 12, then, you are dealing with 
stores? — No; I am dealing with the co-efficient for 
reducing the work at the period at which you were 
considering it — that is, 1915, 1916, 1917, 1918— back 
to the 1913 basis, in order to find out what deferred 
maintenance the Government had to pay for. 

2444. I have not yet grasped why the cost of actu- 
ally doing the work is not to be included in that. I 
would understand it if it were stores— I merely take 
this as an example, in the case of materials in 
deferred maintenance, how you can show that 
materials, in fact, cost less on your books in 1918 
than they did in 1913, and, therefore, the Govern- 
ment had to pay deferred maintenance, and really 
the railway was just as good as it was in 1913; and 
under the interpretation of the agreement they are 
perfectly justified in doing that. There is nothing 
wrong in it; it is a legitimate working out of the 
interpretation. 

2445. Perhaps you will help me on this. I notice 
in the first case they give credit for re-usable mate- 
rials on the basis of 65s. per ton? — Yes. 

2446. In the second case on the basis of £11? — 
That is so. 

2447. I take it you have taken war values into 
account in the second case? — Yes; those were actu- 
ally the prices. This is a concrete, actual case; it 
is not an assumed case at all. You have £11 for 
second-hand rails in 1918, and you got 65s. in 1913. 

2448. It was the war price, in 1918? — Yes; and 
pre-war price in 1913. 

2449. Did the railway companies credit the 
Abstract with the amount realised for old rails? — 
Do you mean before they got their deferred main- 
tenance ? 

2450. Yes They did. But there are various ways 

of dealing with that. The railways differ in their 
practice. Some railways take their old material into 
their stock, and they do not charge it out to 
Abstract A until they use it. 

2451. The result of that would be to reduce very 
greatly the Abstract A charges incurred ?— Yes ; that 
is exactly my point. It reduced Abstract A. 

2452. And that would go some way to account for 
the phenomenon which we were discussing a few 
minutes ago ; that Abstract A is very much in arrear, 
while Abstract B is heavily in excess?— Yes; that is 
rather why I wanted to get on to this point. 

2453. So far as Abstract A is concerned— taking it 
as a thing apart — the justice of the case might be 
met if they were not allowed any arrears of main- 
tenance after a particular fixed moment— say, 15th 
August next year? — No; I do not think that would 
go far enough. 

2454. Why not? — I do not see why they should have 
any arrears which they were not entitled to— oh, you 
mean the legitimate arrears? 

2455. I suggest to you this. Supposing you said 
on the 15th of August next year you draw a line, 
and say the whole of your work has been done under 
Abstract A and there are no arrears, and we will not 
credit you with any arrears, but you will ^ allowed 
to retain any unspent money based on the 1J15 
quantum P — Yes. 

2456 That might he reasonable and fair ? — It might 
or it might not. You could not say until lit was 
worked out and saw what it meant. It might be a 
good bargain for the railways, or it might be a good 
bargain for the Government. One could not say. 

2457 I should like to ask a question on page *12; 
I am not quite clear about the illustration. In the 
middle of the page you have two illustrations, 1915 
and 1918. You see those? — Yes. 

2458. Those two illustrations give us the facts 
as they would take place?— As they did take place. 



2459. As they did take place? — Yes, as they have 
actually taken place. 

2460. And it shows that on the same piece of work 
in 1918, through re-usable rails rising from 65s. 
to £11 per ton, the cost of renewal was really less 
in 1918 than in 1913? — Yes. 

2461. That is what it shows? — That is what it 
shows. 

2462. Then at the bottom you have what takes 
place under the instruction? — Yes. 

2463. There the new rails in 1918 are charged or 
debited at the cost of 1918, and you get £990, which 
is a sort of accountancy figure? — Yes. 

2464. Then you say: “ This percentage would then 
be applied to the net debit to Itevenue in 1918 before 
comparison with the 1913 quantum,” and you take 
the figure of £618. What I do not understand is 
why you do not take the figure of £990? — You take 
the difference in 1918. 

2465. Yes, but that figure, as I understood ? — I 

think you will find that goes into net revenue. 

2466. But that is a figure in which credit is taken 
for the high priced rails; I thought that was not 
done? — No ; that goes there to the revenue. 

2467. I think I see the difficulty, Sir Alexander. 
The two illustrations which come first, under “ 1913 ” 
and “ 1918 ” are actual cases extracted from a 
compensation account. 

2468. Yes. 

2469. The calculation which follows, under 
“ Materials used in 1918,” is a calculation designed 
to find the percentage by which you will be re- 
duced to the 1918 expenditure, in the arrears formula, 
for comparison with the 1913 quantum? — That is so. 

2470. The final, calculation shows the application 
of the percentage as it appears in the arrears of 
maintenance formula. 

2471. I see. 

2472. And Sir Alexander’s point is that because 
the percentage is wrongly calculated — is calculated 
by an improper method — the company gets arrears as 
a result, whereas as a matter of fact there are no 
arrears at all. 

2473. I. see. I think that clears it up. What 
happened is, in the actual accounts the thing is 
presented as in 1918, and they do give credit for 
the rails. 

2474. There are two accounts; first, the compensa- 
tion account. 

2475. In the compensation account they do give 
credit for the re-usable rails in arriving at 1918, and 
then they turn over to the formula and get their 
percentage, and then apply the figure to £618. 
(IFifness) : Yes. I am afraid it is very complicated. 

2476. I follow it now There are various ways in 

which this co-efficient is inaccurate ; first of all there 
is the 80 per cent. As I have tried to show, by pick- 
ing the different items in the 100 per cent, you 
can get more favourable items in the 80 than in 
the last 20. Then the next point is that this 

co-efficient, which is supposed to be the increase, 
is applied to figures and items which are not in- 
creased. There are items, for instance, engine 
power and engineers’ salaries, which have not been 
increased at all. That is reduced by this co- 
efficient and goes into Abstract A to show the amount 
of maintenance work done in the year, and because 
it is reduced improperly the Government pay all the 
difference. 

2477. You mean the companies have continued to 
charge engine power at the old rates? — Yes. 

2478. Although labour has increased? — Although 
labour has increased. So that you get an engine 
which is charged at 7s. 6d. an hour, you get that 
multiplied by a co-efficient reducing it to something 
like 3s., and the Government pays the difference 
between the 3s. and the 7s. 6d. The remedy is quite 

simple that is, to take all the items which are 

concerned in this co-efficient, and to use them,. and 
the rise on them, for getting at your co-efficient; 
include scrap and include engine power and so on. 
It means a little work, but it can be done. 

2479. Could you reopen the whole story back?— If 
1 was a business man, if I was in my old work as a 
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contractor, and I was dealing with a railway com- 
pany or a Government Department I certainly should 
reopen it. 

2480. Right away back to 1914 P — I would if I 
thought it was unfair, and if I could not get it 
by arguing, etc., I should go to law. 

1 have estimated — it is really a guess, but possibly, 
with a certain amount of knowledge — that the differ- 
ence in the co-efficient of not including these items 
mght have made a difference of 2 per cent., which 
works out, I think, to £14,000,000, to let you see 
what an important item that is; and when you begin 
talking about £14,000,000, well, it might be worth 
consideration whether it should be opened or not. 

2481. Supposing it were possible to compromise 
it by saying that the line in August next year has . 
been restored and maintained. You could take the 
figures as they stand without any arrears at all, 
could not- you? — You might compromise it, but it is 
very difficult to say whether a compromise is a good 
bargain or a had one. 

2482. In any case you would not go to the trouble 
of reopening unless you could have some simple 
principle like the quantum of 1913 to apply all along 
the line. If you were going to reopen you would 
open everything, would not you? Would it be pos- 
sible to reopen on particular points? — I think you 
would find that a great many of the payments made 
to the railway companies, even under those objec- 
tionable clauses, were quite justifiable at the time 
they were made; but they are not now. 

2483. If you will reopen everything we will assume 
that a great many payments will, of course, go in that 
way on the reopening, but I suppose you would pass 

the whole accounts under general review? That is 

what I thought. 

2484. You would not explore to ascertain this or 
that point; you would pass the whole accounts 
under general review, and you would do it with some 
simple principles laid down?— Yes, you would hark 
back to those principles. But I should be very much 
against going back on any money that had been 
argued upon and paid, so that it would give no one 

a chance of saying it was a breach of faith unless 

it was shown it was not right, of course. 

2485. Unless it was a big thing it would not be 
reasonable to reopen for this or that point. If you 
are going to reopen, then it seems to me you ought 
to pass in review? — I think so. 

2486. Can you tell us what the custom of the rail- 

way companies was pre-war. Take a case: Supposing 
they re-laid a length of line a mile long? Yes. 

2487. Sleepers and rails, chairs and everything? 

Yes ; a complete relaying. 

2488. Would that cost be debited to renewals 
account? — Yes; to renewals account. • 

2489. Now supposing in 1915 they decided to put 
new rails down, leaving the old chairs and the sleepers ; 
and the following year they decided to lay new 
sleepers and new chairs, would that go to mainte- 
nance?— It would; I have brought that point out. 
There is no necessity whatever for a railway companv 
to put anything at all in the renewals as far as 
permanent way goes. You can first of all lay the 
rails; then you can lay the chairs, and then the 
sleepers, and you can have the whole road renewed 
and call it maintenance legitimately, without break- 
ing any law. 

2490. This point was raised in the last evidence we 
had, and I wanted just to get the facts, because it 
is very vital?— You will find it brought out, I think, 
pretty clearly in the Section IV. — I. (b) of my proof.* 

2491. We were discussing the question of repairs 
and renewals from the point of view of strict and 
sound finance. It was thought that all renewals and 
ieplacements should be debited to depreciation 
account, and that repairs should go to maintenance 
account? — Yes. 

2492. Then I think we have been told that it had 
been the practice of the railway companies to debit 



all partial renewals and replacement of parts to the 
ordinary maintenance account? — Yes, I think that is 
the usual custom. 

2493. And only complete renewals were debited 
against the depreciation? — Yes. 

2494. I wanted to point out to you what we were 
told was the practice of the railway companies, and 
to bring before you the possibility of the railway com- 
pany renewing their permanent way, part one year 
and part another, and debiting the whole cost to 
maintenance? — Yes; well, that is quite possible; but 
may I say one thing in justification of the railways, 
that the life of the different parts of the permanent 
way is different; that is to say, a chair, a rail, a 
sleeper last different times, and so you never could 
sixy that they had deliberately gone and laid them 
piecemeal in order to get round a clause in the agree- 
ment. It would not be fair to say that. 

2495. Travelling on the railway we know as a rule 
they do a given length? — Yes; they do so many miles 
a year; that is the usual custom. 

2496. That was what I wanted to bring out — as to 
where the debit had ultimately been made? — Quite so. 

2497. May I just ask one question. You said just 
now, Sir Alexander, that you had cases sent to you, 
and that you did not add them up, and that that 
belonged to the Finance Department? — Yes. 

2498. But I see in your Section IV.* you give 
£15,000,000 as the saving if the proposals put forward 
were adopted on that matter. How is the £15,000,000 
arrived at? — I think you will find the detail of that 
given in the Appendix. f 

2499. Is it your own, or have you taken that over 
from Finance? — I have my figures from Finance for 
that, such as I require; but I should like to say with 
regard to those figures which are given — the 
£15,000,000 and the other figures — that they do not 
purport to be exact savings : I have only put theta 
in to show that the saving would be very considerable. 

2500. But they are based on some calculation ?- -Oh, 
yes; and you will find in the Appendix, everywhere 
where a figure is given I have shown you how I arrive 
at it. 

2501. Do you remember the page in that case? — 
Apparently it is page 9 ? — Yes, it is given there. 

I got that from the Finance and Statistics Depart 
ment. 

2502. (Witness) : I do not know where you would 
like me to take it up. I was trying to explain before 
lunch the co-efficient; I think I had pretty well ex- 
hausted that from my point of view. 

2503. To get it into a nutshell — is it your idea that 
at the present time the co-efficient is based on one or 
two factors, and it ought to be based on a number of 
factors? — Yes, that is my point; and at the time it 
was agreed to base it on one or two factors there was 
a good reason for doing so ; there was a shortage of 
men in the country and the Executive wanted to use 
as few men as they could for the purpose of the rail- 
ways; therefore they said: “ We will take this rough 
and ready method of arriving at the result.” 

2504. You mean the clerical staff that could have 
gone? — Yes. 

2505. That is a very important point? — There is a 
great deal of unemployment now, and it might be 
an advantage to employ one or two more men. 

2506. You have discussed this question with the 
Director-General of Finance? — Yes. 

2507. We might possibly get from him his ideas of 
it? — I come into it very much because of the values 
of the work. What I am always looking at is, are 
the values correct; and in this case it did not appear 
that the values were correct. Then we went into it 
to find out why they were not correct and we found 
out what I have been telling you, that everything 
was not taken into account. 

2508. You made a remark just before lunch to the 
effect that where payments had been made under 
what is called an erroneous policy now, you do not 
suggest that any reduction was to be asked, but I pre- 
sume that does not mean when we come to consider 
the settlement as a whole we should refuse to take 
that into account? — No, I would be very careful to 
be particularly fair to the railway companies. I have 
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no idea whatever of not giving them what they have 
a right to have under the agreement. 

2509. Yes. But if at the same time it was felt that 
payments had been made in excess of what should 
have been made you would keep an open mind as to 
taking them into account? — Yes; I have an open mind 
on that. But what I feel is that if the payments had 
been made in excess, and the railways know it, and 
insisted on being paid those amounts, it would not 
be in accordance with their letter in which they say 
they did not want to take advantage of the Govern- 
ment, and that they realised that, unless there had 
been a spirit of trust right through, the Government 
could not have made the bargain. 

2510. Probably you would agree that if the pay- 
ments were simply allowed to stand without qualifica- 
tion or question of any kind, or subject to being put 
against any settlement, then it would be very diffi- 
cult indeed for this Committee to do anything really 
to protect the State? — Yes, I think it would be. I 
certainly think it ought to be looked into. Now what 
would you like me to take next, Sir? 

2511. Will you come to your next point? — I took 
that as being, perhaps, the most clear and the most 
glaring of the inconsistencies of the interpretations 
of the agreement ; but if you like I can go right back 
to the beginning of Section IV., “ Defects and pos- 
sible remedies” and work through. 

2512. The most glaring inconsistency is that given 

in Section IV 3 (a)?* — Yes. I think that is the 

clearest case. Then, I will go back to Section IV. 
— 1 (a). The first point there is that, although in 
the general agreement, the first agreement, it was 
generally understood that the railway companies were 
to be no better and no worse than they would have 
been had the Government not taken control, under 
this Clause they apparently are allowed to spend 
what they like on repairs and maintenance. They 
do not adhere to their 1913 quantum, and I do not 
think that is fair. I think they are getting more 
than they bargained to get. 

With regard to Clause B there is a limitation on 
renewals. Renewals are specially specified as being 
limited to the 1913 quantum; but in the case of per- 
manent way, or of a locomotive, it is quite possible 
to renew the whole locomotive or to renew permanent 
way by doing the wheels first and then the boiler, 
bit by bit, and charging those perfectly legitimately 
to repairs. 

2513. Could that arise quite honestly without any 
intention? — Yes, it could. I have no hesitation in 
saying it could arise perfectly honestly. 

2514. I suggest this to you. Say, in normal times, 
you might go in for a complete renewal ; in abnormal 
times you might say, “ We cannot touch the whole 
thing, but we will take this part, and that part we 
will take a little later.” — Yes, I agree. It can be 
done perfectly honestly. I go further and say it 
would be impossible to say whether it had been 
honestly done or dishonestly done. 

2515. If it has been done? — I think you may assume 
that it has been done. 

2516. On a practical question of engineering, you 
do not in any way attempt to check or to examine 
any of the maintenance items? — No, I do not. The 
maintenance items do not come to me at all unless 
they are part of an item which has capital in it. 
That is to say, the railway companies have to submit 
all their works for which they want a percentage on 
the capital. In certain of those capital items there 
are proportions which are chargeable to maintenance. 
I check only those. 

2517. There is no Ministerial check? — No, no 
Ministerial check on maintenance. Nor do I see any 
practical check except saying, “ You are not to 
spend more than you spent in 1913.” 

2518. Supposing a railway company wanted to let 
a contract instead of doing the work by their own 
people, there is no check by the Ministry on the 
terms of the contract? — No check whatever. In fact, 
if I may bring forward an example, certain Irish 
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railways did submit renewals of certain bridges. 
I thought they were very extravagant and wrote 
and told them so. They objected to this and 
said: “ Well, we are the people who are doing the 
work ; we want it done this way, and we do not 
think it is extravagant.” My answer to that was: 
“So long as you keep within your 1913 quantum you 
can spend the money on what you like.” The 

engineers of the companies, quite properly, are res- 
ponsible for the efficiency of their lines, and as a 
Ministry we do not want to interfere with that at 
all; but directly you come above your lyl3 quantum 
then we want to know ; we should have to ask at 
once how has this money been spent, has it been 
spent reasonably and economically, or has the money 
been wasted? 

2519. In regard to this instance you are giving us. 
Why did you object to it? Was it a question of bet- 
terment or not? — Well, it was a question of this sort, 
that there was an old bridge which had been put 
up, say, 50 years ago, and there is no doubt that 
the bridge wanted renewing; the design of the new 
bridge I thought was very extravagant — that was my 
opinion — you could have taken ordinary railway usage 
and put in a bridge for much less money ; and had 
the Government been responsible for paying for that 
bridge I should have insisted on having the design 
altered. 

2520. Would the bridge have lasted longer, or was. 
it that the proper check had not been put on the 
extravagance of the design? — No, it was a matter 
of engineering opinion. The engineer for that par- 
ticular railway company thought that this heavy iron 
bridge was necessary. The answer to that was that 
certain railways in Great Britain, who cannot be 
counted as minor railways, do have bridges for that 
span under those conditions which cost very much 
less and which have proved to be perfectly good 
enough for ordinary railway usage. You get idiosyn- 
crasies in designers if you are only on one railway, 
but when you have the whole lot before you you can 
see what should be done. 

2521. There was no pressure on him to be eco- 
nomical? — No, no pressure whatever. 

2522. Was the cost charged against depreciation 
or maintenance? — That was a renewal. We came 
into it by chance. My recollection is that the original 
bridge cost — these are not the exact figures — about 
£3,250, and this one came to about £30,000. 

2523. But it was £3,250 at pre-war values and 
£30,000 at post-war values ? — Yes — very much post- 
war. 

2524. So that the contrast is not so startling as at 
first appears? — I think we could have reduced it by 
about 60 per cent. 

2525. 60 per cenij,. on the £30,000? — Yes; which was 
quite an appreciable saving. 

2526. In the case of the Irish railways you were 
in the position to take that line? — Yes; we were 
fortunately able to do that. 

2527. But in the case of the British railways it 
was different ?— We could not have done it in the 
case of a British railway. But that is the sort of 
case one gets cropping up in every-day working. 

2528. Are the railway companies, to your know- 
ledge, letting contracts on cost and percentage? — 
Yes, they are a good deal. The first case I have 
heard of a firm contract was a case on the North 
Eastern Railway which was a contract for about 
£500,000. I only heard that by chance, but that was 
taken at firm prices, and it was quite a big contract. 

2529. Do I understand from that that the others 
were on “ time and line”? — Yes, most contracts to- 
day are. Until recently you could not get contractors 
to take them in any other way. It was either “ time 
and lime,” or a schedule with certain reservations 
in it, which practically brought it to a “ time and 
lime ” contract — reduced the risks. That deals with 
(A) and (B) in Section IV — I. Are there any other 
questions on that? 

2530. Only one general question. 1 am always 
trying to get at the attitude of mind of the companies. 
In all these transactions, how far was the plea of 
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exceptional and unforeseen conditions arising from 
the war advanced as an argument for a departure 
from the strict principle or practice of 1913? — I do 
not think that there are many special cases which 
have been put forward but they might have been put 
forward and not come to me. I know one 
case of telegraph poles being blown down in a storm 
that was put forward as an exceptional case, and it 
was disallowed by the Ministry. 

2531. Supposing a company took up this attitude : 
No doubt this is, in the whole circumstances, rather 
exceptional, hut then we never expected this pressure, 
or this weight of traffic, and so on. Was that 
occasionally argued ? — It has not come to me certainly, 
even if it has been put forward. 

Then the next point, is Section IV .-I (c) I think I 
have discussed that. That was charging a reserve 
item for replacement on the extra capital on a loco- 
motive. That I do not think is fair. 

2532. You described that as being part of the usage 
and custom of the companies? — Yes, it is the usage 
and the custom to charge on the ordinary prices ; 
but I think that, as the Government are paying the 
difference in the price, the extra cost, the railway 
companies should not have the advantage of a reserve 
item on that for replacement, say, 20 years later 
when prices may he lower — when they may be any- 
thing; but the Government have already paid their 
bit on that, and then they are asked to pay this extra 
bit as well. 

2533. This is the sinking fund? — Yes. 

2534. And your point is that they are taking a 

5 per cent, increased allowance to sinking fund? 

Yes, on money which has been paid by the Govern- 
ment. 

2535. How could they do anything else. You can- 
not say that prices are not going up or down. What 
else could they do? — You mean if they had only taken 
the 1913 price, at the end of the war they would 
have only the 1913 fund for re-building? 

2536. It is 5 per cent, on the increased cost? Yes. 

2537. I was wondering what else they could do. 
It is a matter of speculation. If they said, “ We 
think the market will go down ” they might say they 
would take 2f per cent., but would that be a business 
proposition? — My answer is that that was one of 
the ordinary risks which everyone in the country 
had to take in the war, and the railway companies 
ought to be treated no better than ordinary indivi- 
duals — that they already have got a certain bit out 
of it. 

2538. May I suggest also it may not be in the terms 
of the original agreement? — I agree. Then my 
other point on that is that I think if investigations 
were made you would find that the railway companies 
which had not that fund before the war have now 
started it; but I do not want to lay that down as 
a fact because I have not got the papers. 

2539. That would be ruled out by the agreement? 
— I do not think it would. 

2540. Circular 686 really brought the non-pro- 
gramme companies in? — Yes, that is the case. 

2541. May we take it that in such cases the com- 
panies involved debited to trade account not only 
replacements hut complete renewals, and they had 
no reserve funds or depreciation funds at all? — I 
think that would describe the situation. 

2542. They made no provision for depreciation at 
all? — I am referring more to the Scottish and to the 
poorer railway companies in this. You will find that 
the London and North Western, the Great Western, 
the Great Eastern — all the big companies — have de- 
preciation funds; but I am not satisfied that the 
smaller companies have. 

2543. Of course if they had no depreciation fund 
they had to debit it somewhere — to trade account, I 
suppose? — Yes. 

2544. Or general reserve. 

2545. Yes? — But I am not certain on that point; 
1 should like to put that reservation in. It is one 
cl the reasons for investigation. 



2546. Had they a general reserve and did they 
debit such renewals against general reserve ? — I am 
uncertain as to this. 

2547. So where they had not a depreciation account 
they had a general reserve fund. 

2548. I think there is an instance given by Sir 
George Beharrell where the Directors said no more 
should be debited during the war, until we say so, 
to our reserve fund? — Yes. It is really more a matter 
for finance than engineering, if I may say so. 

2549. You say, “ The suggested remedy is to ad- 
here to the obvious intention of Clause 4 as amended 
of the Memorandum of Instructions ’’—what do you 
mean by “ as amended.” Do you mean as amended 
by 686? — Does that do it? 

2550. There is Circular Letter No. 686 which inter- 
prets Clause 4 of the Blue Book, but I understand 
it is the effect of that interpretation which has the 
consequence of which you complain? — Yes, to the 
obvious intention of Clause 4 as amended — when it 
was amended ; yes, your reading is right. 

2551. When was it amended? 

2552. I imagine the railway companies and the 
Government Accountant would say that the obvious 
intention of Clause 4 as amended is that they shall 
get the benefit of the increased first cost? — I did not 
read it that way in working it out. 

2553. What do your words “ as amended ” mean? 
— I thought in writing this that that altered it and 
disallowed the item. 

2554. It is page 34.* 

2555. I think that is a point the Committee ought 
to take uii? — Would you like me to look into that? 

2556. The wording starts, “Differences of opinion 
having arisen as to the intention of Clause (4) ” — 
that is in a letter from Sir Herbert Walker to the 
general managers of all the railway companies, and 
there is enclosed a memorandum of instructions to 
the railway companies embodying presumably the 
amendment authorised ? — My view is that under the 
amended Clause the Government pays the extra cost 
over 1913 prices ; therefore the first cost to the railway 
companies of rolling stock renewed during control is 
the 1913 cost; consequently the obvious intention of 
the clause is that the allowances for depreciation 
should be based on the 1913 figures. 

2557. This is the amendment of article 4, “ All com- 
panies are entitled to include in their abstracts of 
expenditure, A and B, in respect of the renewal of 
permanent way and rolling stock respectively, an 
amount equal to, but not exceeding , the amount so 
charged in the corresponding period of 1918. . ■ .” 
There was an alteration in that as compared with the 
one before. The one before, which this took the 
place of, was simply that it must not exceed ; and then 
they said that would not work because non-programme 
companies would be placed in a disadvantageous 
position as regards programme companies. That was 
the reason for making that alteration. As the Clause 
stood originally, non-programme companies got only 
what they spent, while programme companies were 
able to take what they spent and to put the money 
they did not spend into some fund; therefore the 
Clause was altered. 

2558. But here in this amendment the word used 
is “ charged.” That would include not only expenses 
but also provision and reserve for depreciation which 
are charged to that account in the standard year. 
Would not that be so? “ The amount so charged in 
the corresponding period of 1913 ” — at that stage it 
is perfectly clear that this applies to both Abstracts 
and is confined to renewals. 

2559. “ The renewal of permanent way,” and so on. 
— Yes. We are talking about the renewals of a loco- 
motive. 

2560. Yes, the 5 per cent. — Yes. 

2551. Then it goes on, “ . . . -such additional sums 
as (1) ma.y be necessary to make provision for the 
renewal of (a) additional mileage of line . ■ ■ ” — Yes; 
that is quite clear. 

2562. “ (b) additional units or increased first cost 
of rolling stock ”? — Yes. That is because you might 
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build one locomotive which was twice the size of the 
one it was replacing, and as you have to count it as 
one locomotive you want to get the extra cost taken 
into account. That was the reason for putting that 
in. 

2563. Then, “ (2) may be attributable to increased 
rates of pay or prices of materials paid in respect of 
renewals carried -out during the period and chargeable 
against the Government.” Are we to understand 
that they claim that as they charge 5 per cent, during 
tiie standard year as a sinking fund, the increased 
cost of material is justified by the 5 per cent, being 
calculated upon the increased value? — Yes, I think so. 

2564. Are you disposed to agree that this does not 
have reference to a percentage, but to a definite 
amount — “ the amount so charged must not exceed ” 
— it is not a question of percentage, is it? — It is at 
1913 prices, is it not? 

2565. Yes. — It always comes back to that. 

2566. If you double the cost, 5 per cent, on double 
the cost would be a larger amount — would not that 
be so? — Yes. 

2567. I do not see how they can get in that 5 per 
cent, under that clause. 

2568. Is it not under 1(b) “ may be necessary to 
make provision for the renewal of (a) additional mile- 
age of line, or (b) additional units or increased first 
cost ...” 

2569. Renewal of additional mileage of line, that is 
clear; additional units, that is clear. Then we have 
“ additional first cost of rolling stock in service.” 

2570. One question on that. I understand what 
they are doing is that if a replaced locomotive costs 
£1,000 more than in 1913 they are taking 4 per cent, 
or 5 per cent, on that extra £1,000 and putting it 
to a renewals fund? — Yes. 

2571. That is on rolling stock? — Yes. 

2572. Do they make the same claim in respect 
of the increased cost of permanent way or anything 
else — for instance, if a mile of line costs £1,000 
extra do they put 4 or 5 per cent, away on that?-— 
I do not think that permanent way is treated in 
the same manner as rolling stock. I think rolling 
stock is plant, and permanent way is works. Perhaps 
a better expert than I am could speak on that. You 
see, a locomotive is different. 

2573. We may find from Sir George Beharrell that 
on rolling stock it is based on units? — Yes, I think 
it is. 

2574. You cannot so easily get a unit on permanent 
way ? 

2575. At all events, the claim is not made in respect 
of increased first cost of permanent way or anything 
else? 

2576. I do not think so. It does not seem to be 
any different in principle? — Some railway companies 
I know put aside a sum for repairs and maintenance. 
For instance, a programme company always had a 
fixed amount of work that it did. If it did not 
finish that work in a year the amount it did not 
finish — the money for it — was put into a fund which 
they used in another year; then they did the next 
year’s programme and could make up for lost time by 
using this extra amount. 

2577. So that the programme companies in normal 
times had arrears of maintenance? — Yes. 

2578. Then a programme company might go for- 
ward to the next year with some ear-marked money ? 
-—They all became programme companies under this 
interpretation of Clause 4 of the Blue Book. 

2579. Then why have the distinction between pro- 
gramme and non-programme* companies? — Because 
the programme companies and the non-programme 
companies existed at first. Then the interpretation 
of which this takes the place simply said, if I 
remember rightly, that they were to do work not 
exceeding the 1913 quantum. 

2580. Yes. But the point is that the difficulty is 

the comparison?— Yes. Then the. non-programme 

companies came and said, “This is unfair to us; 
we are losing this money ” ; then the Executive 
said, “ We will put them 'all on the same lines and 
make them all programme companies.” 



2581. Was it the custom of the railways to make 
such provision prior to 1913 ? — For permanent way or 
for what? 

2582. For a depreciation fund? — Yes, some rail- 
ways, and others, no. Therein lay one of the 
difficulties of the agreement. They have all got 
the benefit of it afterwards. 

2583. Does your case come to this, that accord- 

ing to the amendment of the Blue Book ' on 
page 5* — Section IV (1) C, on page 1, “ Not 

only have the railway companies been allowed the 
increased cost of new rolling stock over 1913 prices ” 
— from that point you simply delete or reject, on 
your wording of this amendment, the remainder of 
their claim? — Yes. 

2584. Namely, a percentage of the increased cost? — 
Yes; you have put it exactly. That is what I meant 
to convey. 

2585. You reject seven or eight lines of the plea ac- 
cording to your reading of this? — Yes. 

2586. On the amendment on page 34,+ where would 
you say there is anything which indicates their right 
to the additional 5 per cent. ? — I cannot see that there 
is anything ; I have not been able to see it yet. 

2587. It has now been pointed out to me, and I 
think there is a good deal to be said in favour of the 
construction — take 1(b). 

2588. Yes; I was looking at that. 

2589. “ Such additional sums as may be necessary 
to make provision for the renewal of additional in- 
creased first cost.” ' So you see, supposing their prac- 
tice were to put 5 per cent, on the first cost, that is 
their normal practice ; if the first cost were increased 
they would say that therefore we have to charge 5 
per cent, on this increased first cost because that sum 
is necessary to make provision for this renewal. 

2590. I am looking at the 5 per cent, as something 
grafted on to the increased first cost or subsidiary 
to it. 

2591. The trouble is that this was their practice be- 
fore the War. 

2592. Yes, I agree. But it is something, which is 

'mposed on the increased cost of new rolling stock 
over 1913 prices. For this purpose here I agree it 
existed before. Now, as I read the amendment, it 
simply seems to confine us to the first three lines of 
Sir Alexander’s memorandum down to “ prices ” ; but 
you suggest that that carries with it 

2593. Provision. It is not only renewal, but it is 
provision for the renewals; “ may be necessary to 
make provision for the renewal.” 

2594. In other words, your case would come to this: 
What we were really talking over was the practice in 
this matter which we had not fully expressed. 

2595. I think there is a great deal to be said on 
the other side, but I can see that there is that inter- 
pretation, which is undoubtedly favourable to the 
railway companies. On the other hand, it can be said 
that this does not refer to the provision for the future 
renewal, but to the provision for the day-to-day im- 
mediately contemplated renewal. 

2596. Yes. 

2597. Say they build an engine, and they have to 
put on one side monies not only to provide for the re- 
newal of that engine, but what is necessary to provide 
for the general renewal of the permanent way during 
the period of control? 

2598. If you read the words in this way, together 
with such additional sums as may be necessary to make 
provision for the renewal of increased first cost , you 
are rather up against it, are you not? 

2599. That is how it ought to be read. 

2600. I do not quite follow that. 

2601. “Together, with such additional sums as may 
be necessary to make, provision for the renewal of 
increased first cost of rolling stock. 

2602. But that is not English, is it? . 

2603. It may not be English. Then if you come 
down to (6) it is “ for the renewal of additional 
units ’’—that is quite clear— “ or increased first cost.” 

2604. I submit that should be the reading. . 

2605. Broadly, of course, this whole business is 
something over and above 1913 basis. The word 
“ additional ” is definitely used. We could then pro- 
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bablv fall back in the last resort on being strict and 
having no departure from that. 

2606. Could it mean this, that it was the practice 
for some companies to provide for renewal funds on 
tiie basis of units, and some on the basis of the first 
cost of ail the units in service, and if, in conse- 
quence of capital additions to their rolling stock in 
service there was an increased first cost those com- 
panies who provided on the basis of first cost were 
to get an addition. Is that a reasonable interpre- 
tation. — (Witness) : Yes, it is. 

2607. Supposing the Government had not been in 
control and prices had gone up and a company had 
been in the habit of putting aside 5 per cent, on 
the cost of its rolling stock, and it replaced on its 
own account rolling stock at a higher price, would 
it have made an addition to its reserve fund? — 
My answer to that is that if the railways had not 
been controlled they probably would not have had 
enough money to make a renewal fund. 

2608. That is not quite an answer. The question 

is, would they have done it if they had had the 
money? — You could not have had the money with 
the rates as they were — you would have had to put 
them up . 

2609. But assuming they had the money. — If it 

were an ordinary business concern 

2610. We will send for Sir George Beharrell, and 
he can clear up the point. — Witness,: May I just 
answer the last question ? If it were an ordinary 
business concern which was going on paying a divi- 
dend and the extra cost of the plant had come in in 
the ordinary course of events, I agree you are per- 
fectly right; but this is such an abnormal case that 
you cannot put it on all fours with any other case. 

2611. Your answer is that they would have done 

it, but they could not do it? — Unless the railway 
rates were put up they would have had no money to do 
it. 

2612. Supposing any undertaking were satisfied 
that pre-war the annual provision to meet deprecia- 
tion was 5x? — Yes. 

2613. That is, on pre-war cost? — Yes. 

2614. The purpose of the depreciation account is 
to renew and to have sufficient money in the bank to 
renew the plant when it is worn out? — Yes. 

2615. Now, if the cost of renewal, owing to the 
war or reflex of the war, advanced 25 per cent., 
50 per cent., 75 per cent., or 100 per cent., would not 
they be under the necessity of increasing that 5x 
annual charge to something more — 6x, or 7x, or 8x, 
as the case might be? — If they were able to do it. 

2616. They would have to do it whether they paid 
any dividend or not? — Supposing they could not pay 
a dividend? 

2617. That would not matter? — Supposing there 
was not even enough money to do that; it would 
have been the case here probably unless they had 
been helped. 

2618. Whatever happened either to the trade 
account or balance sheet it was imperative they 
should make proper provision for depreciation or else 
the balancing would not be sound? — I agree. 

2619. If it swallowed up every penny the company 

had made with the exception of paying mortgage 
debentures they would have to do it; no accountant 
would allow them to do otherwise. For instance, 
our debit on account of depreciation will have to be 
increased. Supposing we settle down at the figuro of 
50 per cent, over pre-war? — If it were only a tem- 
porary rise 

2620. Supposing we settle down to a figure like 
that. Every undertaking in the country will have to 
decide what it will be proper to put aside with regard 
to depreciation? — Yes. 

2621. They might say, “ We shall require 8x in 

future,” and debit such an amount? Yes. 

2622. I read into the clause that during the period 
of the control they intended to put aside to deprecia- 
tion account a percentage equal to the value at the 
time regardless of the future ?— Yes, that is the point. 

2623. That could apply not only to new rolling stock 
but to the whole of the rolling stock in their posses- 
sion revalued? — Would it? 



2624. I am not quite sure that it would not. I 
believe that on this clause we are looking at the 
railway companies might say this, “ We have been 
in the habit of providing 5 per cent, per annum as 
a depreciation account upon all our locomotives at 
their then value. We are now going to be allowed to 
increase the provision to an amount necessary to take 
into account the increased first cost of rolling stock ” ? 
—Yes. 

2625. Now, if that could be used in its broad sense 
they could revalue the whole of their rolling stock, 
pay the prices and charge 5 per cent.? — Yes. 

2626. The only qualification is the words “ in 
service,” and that might be construed to mean that 
you can revalue your stock but you have to take it 
at the cost price of each particular locomotive. If 
that were so, it at once brings them in the construc- 
tion they are advocating to say, “ We will not 
revalue our old stock, but if we build a new loco- 
motive at three times the pre-war rate we will charge 
5 per cent., our customary figure for depreciation, on 
that; because that is the increased first cost of that 
piece of rolling stock in service ”? — Yes, that is what 
they did. 

2627. Might I go on to another point while we are 
waiting for Sir George Beharrell? 

2628. Yes. 

2629. You are an engineer, Sir Alexander? — Yes. 

2630. You are not an accountant? — No, I am not. 

2631. You are not a lawyer? — No. 

2632. You are not a financier? — No; but 1 know 
something about money, having been a contractor 

2633. So that on law and finance and accountancy, 
of course, your opinion has as much weight as any- 
one else’s, and, perhaps, a little more, but as an 

engineer ?— Might I say one thing, that I do not 

think my opinion on these matters is of so much use 
as an engineer; my knowledge of being able to read 
plans and knowiug the customs of engineering and 
the way work is done does come in to a certain 
extent, but my knowledge as a contractor who had 
to get a return for every penny he put out brought 
me from day to day into contact with this sort of 
work that is to say, contracts and legal documents 
and bargains, what was fair and what was not fair, 
what you could do and what you could not do — it is 
from that point of view that my evidence would be 
of more value to you than my engineering know- 
ledge, which is only technical. 

2634. As a contractor, you were continually mak- 
ing agreements? — Yes. 

2635. And questions as to the interpretation of 

those agreements were continually arising? Yes, we 

lived or died as the results of our agreements. 

2636. This agreement of 1913 is, in fact, an agree- 
ment which you yourself might have made? — Yes. 

2637. And you have considered it from that point 
of view? — Yes, a business point of view. 

2638. I mean the 1913 agreement — the original 
agreement ? — Y es . 

2639. You have not gone further back, behind that 
agreement, to the 1871 Act? — No, only generally. 

2640. You have not considered whether that agree- 
ment fell within the terms of the 1871 Act? No; I 

look upon that as a legal matter. 

2641. You used an expression a little while ago— 
you said that generally what was in your mind was 
that the railways should be no better and 'no worse?— 
Yes. 

2642. That was the general principle of the agree- 
ment? — Yes. 

2643. Taking that original agreement, your view 
is that the idea of that agreement was that at the 
end of control the companies should get their railways 
back no better and no worse? — With one reservation 
— that refers only to the physical condition and not 
to their stocks or shares. 

2644. I follow. Have you the letter from Sir 

Alexander Butterworth of May, 1918, before you 

Document (104), page 128. If you will look at the 
enclosure in that letter, the last paragraph, you will 
see Sir Alexander Butterworth says, “ At the same 
time, it is right to point out J hat the broad principle 
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underlying the arrangements between the Govern- 
ment and the raihvay companies is that the railways 
shall be maintained at the cost of the Government 
during the period of control, and handed over to the 
companies at the end of that period in the same con- 
dition physically, so far as possible, as they were, in 
at the commencement — neither better nor worse. — 
Yes. 

2645. So that those are practically the words you 
have yourself just employed? — Yes. 

2646. Consequently on that point, you and Sir 
Alexander Butterworth are at one?— Yes. 

2647. Though you cannot point in any letter to 
chat wording used by the Board of Trade or by the 
Treasury? — No. 

2648. But still, you formed that opinion? — Yes. 1 
should like to bring out the point — that when con- 
sidering “ no better and no worse ” ; there is a 
certain amount of maintenance, which has never 
been done, and which will never be required to be 

done. . . 

2649. I will come to that later if you do not mind. 
Now, those words broadly state an opinion which 
you share in common with Sir Alexander Butter- 
worth ? — Y es , generally . 

2650. You are a contractor? — I was. 

2651. You are employed at the present time under 
the Ministry of Transport in checking matters of 
capital expenditure? — Yes. 

2652. That is obviously work which your experi- 
ence well qualifies you to do, because as a oontractoi 
you were dealing with that sort of thing? Yes ; but 
T am not at the Ministry as a contractor. 

2653. A contractor deals with matters of capital 

expenditure? — Yes. . 

2654. I was not quite clear from your evidence 
whether you had had any experience in the direction 

of maintenance?— Of railways? ... • 0 

2655. Yes. You spoke of being a resident engineer, 
— Yes, we used to maintain lines. 

2656. You have not been acting for a railway com. 
pany?— No, I have never acted directly for a railway 
company, but the maintenance of railways comes inti 
all railway engineering. 

2657. Your experience would be greater on nisi 
cost than on maintenance? — No, I do not think so. 

2658. 1 want to ask you this: Assuming that this 
opinion which is expressed m this letter by bn 
Alexander Butterworth, and endorsed by yourself, w 
the right interpretation — what I want to know is, 
with your experience as an engineer, as a contractor, 
as a man of business, is it possible to apply that-^s 
it possible to say what the physical condition of the 
railways was at the beginning ?-N°, it m » ot p d 

2659. So that although you agree with Sir Aiexande 

Butterworth that that was the intention .jouwy 
U is imnossible to give effect to it?— It is impoSSiDie 
to say that the railways are in exactly the same con- 
dition as they were in 1913; but if the railways were 
efficiently maintained in 1913 . , 

2660 T will come to that later if you do not mi - 
You are speaking now not as an accountant, but as 
an Engineer dealing with physical objects and you 
say definitely — and what you say on this mattei 
carries enormous weight from your expeneime and 
vour position— that it is impossible to say wtiat tne 

"rski a. saw « »; 

«, “1 &SI •«' " interpretation 

tell us that yon can-ay «>.», T»» 

7 qav of your own knowledge?— No. 

Ca 266°2 Ts theS any man who can say of his own 
knowledge that in 1913 the railways were m any cer- 



tion, and then they were to call you in and say: 
“Now, Sir Alexander, we have agreed on this; we 
ask you to decide this question — what was the physi- 
cal condition in 1913 and what is the physical 
condition now — and make an award,” could you do 
that?- -What I should do would be to find out how 
much money they had spent on it. 

2665. You would come back to the 1913 quantum? — 

2666. What I want to know is this : That to get 
any fixed point, anything which does not leave you 
simply wandering about, you have to take the 1913 
quantum? — Yes. 

2667. That is your opinion as an engineer? — Yes. 

2668. That really means that you dismiss this as 
an engineering problem and make it a matter of ac- 
countancy? — Yes, I do, up to a point. 

2669. Where will that point be? — As regards main- 
tenance ? 

2670. No, as regards the 1913 quantum. I do not 
want to split it up for the moment. You are taking 
your stand on the expenditure in 1913? — My point 
is that the proper people to keep the railways m an 
efficient state of repair are the railway companies 
engineers, and the Government will treat them m 
exactly the same way as they are always treated 
If that is so they give them a certain amount of 
money and they spend that money in order to keep 
the line in an efficient state of repair. In one year 
they may repair more permanent way, in another 
year they may repair more station yards, in another 
year they may repair more bridges and they give a 
certificate to say that the line is in repair. Assuming 
that it were in an efficient state of repair before the 
war they have got an equivalent amount of money, 
which seems quite fair. 

2671. I am not on that point. — I think that is the 
correct way of doing it and the only practical way 
of doing it. 

2672. Let me put that to you in this way. We have 
you here and we have Sir George Beharrell here 
you are a great engineer and he is a great account- 
ant. — Very well. 

2673. Now, if we decided on the physical basis, 
it seems to me we should put the responsibility on 
you of settling? — Yes. 

2674. If we decided on the 1913 quantum it seems 
to me we should put the responsibility on Sir George 
of settling? — Yes. 

2675. In other words, we should dismiss the engineer 
and call in the accountant? — I think you would be 
ill advised to dismiss the engineer in dealing with 
these technical questions; in fact, I am sure Sir 
George would be the first to come to me and ask 
about it. 

2676. This is what I really want to get at : That, 
while your opinion is that the idea is to get the 
physical basis, the only way of arriving at the physical 
basis is to take the 1913 quantum?— Yes, I agree 
with you there entirely. 

2677. I think it is very valuable to have the opinion 
of a great engineer who might as well be called in by 
the railway companies as by the Government, to the 
effect that he does not think it possible to arrive at 
this on a' physical basis. 

2678 Of course, there is one reservation, and that is 
that, while you can tell whether the railway to-day is 
efficient or any particular part is inefficient, you could 
not say whether certain paTts of it are very much 
better than before? — No. 

2679. Such as platforms raised, or provision made 

Yes, it is difficult to do it with any certainty. But 

there is one thing I should like to point out — namely, 
that after all, the object of keeping the permanent 
wav etc. in an efficient state of repair is the pre- 
vention of accidents; and the number of returns of 
accidents is a good criterion of whether the railway is 

efficient or not. c , . 

2680. I think this question was asked because bir 
George Beharrell was asked similar questions, and Sir 
George I fancy, said you were the man to answer on 
that particular point. I believe it arose in that way 
j would like to say that I do not think the account- 
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ants could do this checking without the engineers. I 
think engineering does come into it, although you 
may think it does not. 

2681. I did not mean that absolutely, but I meant 
on the one side the engineer would predominate with 
the assistance of the accountant, and vice versa ? — I 
am quite subservient to the accountant now, and al- 
ways have been. 

2682. Do I understand, from the general tenour 
of what you have said, that the expression “ efficient 
repair ” in regard to a railway is more or less an un- 
derstood and technical expression signifying such a 
state of repair as reasonably to set you free from ac- 
cidents — it lias a conventional meaning? — Yes. 



Sir George Beharrell, D.S.O., 

2687. We have been discussing this Circular Letter 
686, and I personally did not quite understand what 
it involved when we had you before us before. I do 
not know whether the rest of the Committee followed 
it either. We understand it is suggested by the 
railway companies that it is on the basis of that 
amendment to clause 4 of the Blue Book that they 
are allowed to claim to provide say 5 per cent, upon 
the hist cost of all new rolling stock or locomotives 
they built during control?— They are allowed to take 
into account in arriving at the provision for mainten- 
ance, be it repairs or renewals, the factor of increased 
first cost. It operates largely in this way: If you 
were dealing entirely with units, taking a company 
whose practice it was to provide for maintenance on 
a unit basis, and you had a decrease in the number 
of units, from the fact that now there is increased 
first cost, that company is entitled to ignore the 
factor of the reduction in units if there is no reduc- 
tion in increased first cost. 

2688. Sir Alexander Gibb in what he said this 
morning told us that not only have the railway com- 
panies been allowed the increased cost of new rolling 
stock over 1913 prices, but they interpret the instruc- 
tions as giving them a percentage of, say, 5 per cent, 
of the increase of such rolling stock over their 1913 
total cost. I understand that that is a percentage 
with a charge each year?— Yes, quite so. Could 1 
give one illustration which I think will probably 
bring it clearly to your minds? Take the simple illus- 
tration of a wagon. I will take the figure of £100 

as the capital first cost of that wagon pre-war the 

1913 value of that wagon. They were making a 
provision (we will say) at the basis of 3 per cent, 
it you like on that wagon in 1913. Through the 
operation of the higher prices the provision on the 
same wagon now becomes, assuming 200 per cent, 
increase, a 9 per cent, provision. But certain wagons 
are renewed 

2689. You mean three times three?— Yes. But 
certain wagons are renewed. 

2690. Let us get that right. 200 per cent, would 
be what?— 200 per cent, increase on 3 would be 9. 

I will drop back to 3 per cent, and not take the 5 per 
cent 1 hat becomes 9 per cent, on the original wagon 
which they had in 1913. That wagon is renewed, 
we will say, m the year 1919 at a cost of £300. The 
additional cost is paid for by the Government. The 
original £100 comes in out of the fund; we pay into 
the fund and it is taken out of the fund. They now 
get, according to the present arrangement, the 
3 per cent, provision which is lifted up to the 9 per 
cent, again. 

2691. Not 9 per cent, on the £300?— You multiply 
your 200 per cent, increase on the provision of the 
original cost. 

2692. But it would be 9 per cent, on the £100?— 
res; but it is 9 per cent, for each £100. 

2693. I agree. Let us proceed in stages. The 
renewed wagon will stand in their books at £100?— 

es; but they take increased first cost; they do not 
say capital. 

n-? 69 . 4 ' Wl11 mak e 9 per cent, on the £100?— Yes. 
Vhicli includes a 3 per cent, provision on each £100 



2683. Therefore you could attach to 1913 that mean- 
ing, and you could attach to an actual physical in- 
spection that meaning now? — Yes, you could. 

2684. If you assess it financially to-day it is reason- 
able to assume it was assessed financially in the past 

that would be the argument? — \ es . Of course, cer- 
tain lines with quick traffic running over them 'have 
to be kept in better repair than a railway in the 
Highlands. 

2685. I take it that the conventional meaning of 

that expression “ efficient repair ” would obviously 
be relevant to the traffic running over the line? Yes. 

2686. You would not keep a side line in the same 
condition as you would keep a main line? — That is so. 



re-called and further examined. 

, 2695. I lmt will make another 3, and another 3 

that will be 15 per cent? — No; it means 27 per cent, 
altogether. 

2696. On that one wagon? — Yes, on that one wagon. 

2697. Is that so? Do they increase their provision 
for the increased prices?— Yes, certainly, when in- 
creased first cost is taken into account. 

2698. They increase the percentage as well as the 
basis? — -Yes. You are liable on the arrears for the 
whole of the provision ; and the provision is increased 
cost of the increased first cost. 

2699. Will you please work it out again? 

2700. Supposing you do this. Supposing you take 
a railway company having 1,000 wagons as their total 
wagons in 1913, and then carry that out. 

2701. That is £100,000; and you say that they are 
setting on one side £3,000 a year for depreciation? — 

icnn'nm take 1,000 wa & ons at £10 ° each— that is 

L J.UU.UUU. 

2702. That is capital? — Yes. Three per cent, pro- 
vision i 

2703. I oi depreciation? — The renewal provision. 
That is £3,000. That is the money we automatically 
find as a contribution to their funds in respect of that 
wagon. 

2704. And in regard to that you have no exception 

to take ?- None whatever. As that money is spent we 
equate 

2705. Wait a moment. We have the £100 000 
worth of wagons. Is the first thing they do to charge 
£9,000 a year instead of £3,000?— No, that is not 
quite the step. 

2706. I thought you said that? — No. Assuming now 

that the whole of this amount is in arrears and they 
have not spent any of this from their funds during the 
period D 

2707. This is 1913 now, is it not?— No. We have 
got now to an income provision. 

2708. We are taking 1,000 as their total, and that 
is their capital — £100,000. Let us say that they pro- 
vide to renew 30 wagons every year— will that be 
it?— Then you are going on to another basis. There 
are at least five bases of making provision for rolling 
stock. This percentage one is one of the bases. 

2709. We will take this basis. £3,000 is the regular 
provision? — That is so. 

2710. When they get under control what are you 
going to take? Are you going to assume that they 
spend a certain amount of money in normal times 
upon wagons? — You have to make up to them the pro- 
vision on their 1913 basis: that is the 3 per cent, 
provision for each year of control. 

2711 At £3,000 a year? — Yes; and they spend 
money from this fund on renewals; you have to equate 
this £3,000 to actual cost which to-day is 200 per cent 
over 1913. 

2712. That is to say, £9,000? — Yes, that is so. 

2713. That is on the assumption that they do not 
build any new wagons?— Yes, this is for new wagons. 

- 7 in’ ono SUming they are faIlin S into arrears they 
get £ J,000 ? — Assuming they have spent nothing, 

then the cash they have already got from the Govern- 
ment is £3,000 per annum, plus 15 per cent., which 
is the payment on account of the increased prices. 

2715. Yes; that is quite clear. But now they build 
in any particular year 20 wagons at a cost of 
£300 per wagon— that is £6,000? — Yes. 
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2716. And they scrap that corresponding number of 
wagons? — Yes. 

2717. It then stands them in at ? — £104,000, of 

which £4,000 is the additional first cost of the 20 
new wagons. 

2718. Yes. Now what do they provide on that? — 
Three per cent, on that figure, which, again, has to 
be equated to the cost when the work is carried out. 

2719. You mean that at any time they take out 
£100 from this fund you have to add £200 to it? — Yes, 
if the level of prices is 200 per cent, increased. 

2720. Where does the 5 per cent, come in? — Because 
Sir Alexander has taken 5 per cent, as an example. 
The 3 per cent, is a more usual figure. 

2721. Then you take 3 per cent, on the £104,000 in- 
stead of £100,000? — Yes, that is so. 

2722. So that it comes to this, that the increase 
they are charging is the same percentage upon the in- 
creased cost of the renewals as they have previously 
applied to the base cost? — Yes. 

2723. And it is suggested that that practice was as 
the result of the amendment of Clause 4 we are now 
discussing? — It is justified on that. 

2724. Do you agree that that is a justification? — 
No, I do not. 

2725. We would rather like to understand that. 
The argument, as the Committee understood it, was 
that under Section 1, sub-section (b) of the amended 
clause on page 34, document (40) *, they are entitled 
to include an amount equal to, but not exceeding, the 
amount so charged in the corresponding period of 
1913, together with such additional sums as may be 
necessary to make provision for the renewal cf (a) 
additional mileage of line, and (b) additional units or 
increased first cost on rolling stock in service. The 
suggestion there is that if their provision were 3 per 
cent pre-war, and the increased cost of the rolling 
stocl in service, owing to war prices, is up 200 per 
cent., that the provision would become 3 per cent, on 
the increased cost of the rolling stock so built and put 
into service. That is the argument ? — Yes, up to that 
point I would not quarrel. But it is when you apply 
the further calculation and lift up that figure to 
current prices, that you have then in effect got your 
provision on the increased cost twice over, regardless 
of the fact that the Government may have contributed 
the whole of that increased value.. 

2726. You mean after providing a renewal fund 
for increased cost, then the actual increased cost, 
when it does come, is placed on? — I think I can put 
it to you simply if you will allow me. It is a very 
complicated and difficult question, but I think you 
have the point now. You have an arrangement 
whereby you lift up to present prices the provision 
of the base year. Through the renewal of certain 
stock, the same number of units, some stock having 
cost more, you not only lift up the provision at the 
initial stage but it is also lifted up at a subsequent 
stage. So long as you are making the first provision 
up to the present day costs I think it is wrong also 
to make a provision on the initial higher cost. 

2727. This provision may not be drawn upon until 
long after the period of control is past? — -Yes. 

2728. And you think that, as the Government has 
paid additional cost, that to the railway companies 
the first cost is the pre-war cost? — Yes. 

2729. And the percentage they ought to provide 
should be on the same figure? — No, I put ,t higher 
than that. That makes the case overwhelmingly 
strong to my mind, but I put it even higher in the 
case of a capital asset. Assuming to-day a railway 
company buys a locomotive out of capital at a cost 
of £15,000 as against a pre-war cost of £5,000. 
Having regard to the fact that the provision is plussed 
by the increase in prices, I say that it would be quite 
sufficient to base the initial provision on the 1913 
prices, otherwise they are getting two provisions. 
But I do not limit it because the Government have 
paid some portion of renewals ; I maintain that the 
argument holds good in the case of the capital addi- 
tion made at the expense of the company. 



* Appendix I. 



2730. This 3 per cent, was the practice, if I under- 
stood the answer correctly, of some companies, but 
not of all?— Yes, the practice varied with the com- 
panies in the method of making provision. 

2731. I find it very difficult to follow a complicated 
question of this kind, but could you tell us this 
simply. What was the actual purpose to which this 
special. provision was applied in railway practice? 

It was applied to give the companies more icnewal 
allowance. It could have only that object. 

2732. Now, in that renewal allowance how far were 
they looking to ultimate values — which is the very 
phrase they use in the letter we were discussing on 
page 128 before you came in — the memorandum 
enclosed in Sir Alexander Butterworth’s letter?— 
Yes. 

2733. We discussed the last paragraph of that 
letter and the phrase “ neither better nor worse ” 
which was employed. But then about the middle of 
the page they make a reference there which seems 
important : “ But the ultimate value to the railway 
companies of the work actually done compared with 
the ultimate value of an expenditure of £1,000 upon 
creosoted sleepers may be only £350, and it is for 
the ascertainment of this second difference that a 
formula is needed.” What I want to know is how 
far in all this controversy were they really import- 
ing into their relations with the Government a syste- 
matic effort to make provision for this problem of 
ultimate value? — I think that was the point all 
through, the one point kept in mind; they were 
safeguarding their ultimate position all through ; 
there is evidence of that throughout the whole of 
the documents. 

2734. Would I be correct in saying that ultimate 
value was really getting the upper hand of the 
formula “ neither better nor worse.” — I think it 
loomed very large in considering it. 

2735. Would this be a somewhat analogous sort of 

thing : Supposing I had a house which you had 

undertaken to replace if anything happened to it, and 
it was burnt down ;. you rebuilt it for me and it cost 
a good deal more than my original house, and I were 
to say to you : “ You undertook to replace this house, 
which you have done; it is a much more expensive 
house than I had before, therefore you must give me 
an income, if it is burnt down at some future time, 
in order to replace it then.” Would that, be 
analogous? — It is getting near to it; but I would 
not say it is quite analogous. 

2736. Could you clear up one minor point on this 
memorandum on page 34, document (40), the amend- 
ment of the agreement? It is on (1) (6), “ Additional 
units or increased first cost of rolling stock in 
service.” Did the interpretation of the words 
“ in service ” ever arise — was any distinction drawn? 
— It means on their books, not scrapped. 

2737. And would apply to everything. — Yes, 
certainly. 

2738. It did have one effect. If the words “ in 
service ” had not been there they may have claimed 
to raise the valuation of all their rolling stock up 
to present-day values ? — No, not on that reading. It 
is increased first cost. I do not think they could 
have said a potential increased first cost. 

2739. If it is the first cost of the rolling stock in 
service it would be limited to the physical items of 
stock in use ? — I should have thought it was strain- 
ing the words a good deal to put that interpretation 
upon it. 

2740. Will you tell us what was the difference to 
which Sir Herbert Walker refers which necessitated 
this amendment, so that we may better understand 
what really was the meaning of this amendment? — 1 
have no knowledge of the differences of opinion. It 
can have been only differences of opinion amongst 
the companies themselves. There was no prior cor- 
respondence an d discussions of which I can . learn 
with regard to this Circular. It was issued without 
previous consultation, as far as I know, with any 
Government Department. 

2741. Sir Herbert Walker says that the Govern- 
ment Accountants have been approached. — Yes. I 
think T. explained that before. They were 

H 1 
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approached, but there was no consultation with a 
Government Department; that is to say, with the 
Board of Trade or the Treasury. 

2742. Because the essential difference between this 
amended, clause and the original clause appears 

largely to be confined to the question of provision 

Certainly. 

T 2145. This very point we have been discussing. 

Yes. It is the only thing that really matters. 

2744. So that it would appear it was a point on 
which the railway companies at that time were laying 
gieat stress — Certainly, amongst themselves they were. 

2745. Now, these provisions. They were charged 
to the Abstracts direct, I suppose? — It would be 
debited to the Abstract and credited to the fund. 

2746. But the charges that fell under an Abstract 
would be increased by the provision, would they not ? 
—You mean the provision of the Abstract as a whole? 

2747. Yes. — Certainly. 

2748. I mean when we are looking at the amount of 

the Abstract we may take the total figures under the 
two Abstracts as being the figures in the aggregate 
with which we have to deal? Yes. 

2749. Some of it is provision and some of it is 
actual expense ?— Yes, quite. This is the old question 
cropping up again; that, of course, it is of vital 
importance when companies are in excess, it is not of 
importance if the companies are in arrears on the 
whole of the Abstract. 

2750. Sir Alexander was saying a number of com- 
panies are in excess on Abstract A Yes, a number of 

the smaller companies and one or two of the larger 
companies are undoubtedly in excess on Abstract A ; 
but a large number are in excess on Abstract B ; and 
this particular question of increased first cost has 
relation to Abstract B only. 

2751. We have discussed so much renewals as dis- 
tinguished from repairs, but in no place do we appear 
to have any information as to the exact comparative 
figures charged for renewals and repairs respectively. 
They are still put together in a lump under the 
Abstract. — No. 

2752. The Committee, I think, would rather like 

to know what importance turns upon that question? 

I think I can give you some figures to help you. But 
I could tell you this broadly as to the relative impor- 
tance of the factors: We have talked very generally 
of a £40,000,000 or £42,000,000 figure which the 
companies hold as arrears of maintenance ; that sum 
is very nearly one-half in respect of renewals, and 
one-half in respect of repairs ; and, again, the sum 
is also very nearly one-half in respect of rolling 
stock and one-half in respect of permanent way. 

2755. Partial renewals ?— Those are in as repairs all 
the time, with very few exceptions. 

2754. Does the item include complete renewals? — . 
Yes, the renewals item is really all complete renewals; 
the partial renewals do not affect it. 

2755. What proportion of the maintenance includes 
partial renewals and what proportion would be com- 
plete renewals? — Roughly half and half. 

2756. I gather from what you have just said that 
this is the position : That as the railway companies 
spend out of that £40,000,000, they expect you to 
spend twice as much? — The item they spend repre- 
sents 115 per cent, on 1915 prices, assuming it is 200 
per cent; and I have got to put up 185 per cent. 

2757. Roughly speaking, if they spend the whole of 
their £40,000,000 you would have to find about 
£70,000,000?— Yes. 

2758. I want to take you back to the figure of 3 
per cent. You said a possible figure of 27 per cent, 
on the original cost? — Yes. 

2759. Do you mind working that out to let us be 

perfectly clear what the 27 per cent, is? — It is an 
important figure. Assume that £100 is the original 
cost, for which they provided £3 in 1913. The first 
cost of the wagon has been increased by £200 owing 
to a replacement at £300 . . . 

2760. Let us take 20 wagons? — You could do it 
with one I think just as simply. That makes £300; 



and the provision then is £9 per annum — that is the 
provision at 1913 prices. 

2761. Is it £9? — Certainly. 

2762. Yes, that is right. — At 1919 prices the pro- 

vision is £9. That is increased in our monthly pay- 
ment by 15 per cent 

2763. Leave that out, it is merely a complication? 
— Very well. Assuming they spend their renewal 
provision, or we make it good at the end of control, 
that provision of £9 will be the increase on present 
cost, as that £9 is the assumed 1913 price; therefore 
you have to increase that £9 by 200 per cent, which 
makes £27. 

2764. My point is this, is it not 24 instead of 27? 

1 should think that adding 200 per cent, to £9 makes 
£27. 

2765. Once you have your provision in your fund 
you cannot then allocate it to the wagon? — No; but 
you have that fund which you raise to current prices 
as it is spent. 

2766. As it is spent '? — The companies claim 

that as spent you have to raise that to current prices, 
or, if not spent at the end of control, you have to 
pay them the then current price on that fund, which 
means that the £3 has gone up to £27 on that. 

2767. Have they not already got it in the £9?-- 
That is my view ; but that is not the way the sum 
works out under the present agreements. I say they 
have it in the £9; that is my argument. 

2768. If they take their £3 out and you have 
to put the 200 per cent, which makes the £9, that 
has depleted their fund by £9, and at the end 
of the period of control you have to bring that 
fund back to where it was, with 200 per cent, in- 
crease? — You have to make good the 1913 provision 
up to the level of the price obtaining when you make 
your final payment. 

2769. Are not you assuming the Government will 
make up the 200 per cent, additional cost on the 
whole of the companies’ reserve fund? — On the whole 
of the companies’ provisions during the control — 
that is the claim. 

2770. But that is not admitted? — No, it is not ad- 
mitted; but that is the claim. 

2771. The Government have never admitted that? 
— No; but that is the claim. 

2772. The claim is under Circular 686? — No, under 
Arrears of Maintenance Formula. 

2773. At the end of the period of control they have 
to have a reserve fund which, if prices are up 200 
per cent., has to be three times the amount of the 
reserve fund in 1913? — I will put it to you in this 
way: Assuming we have provided during, the seven 
years of control £100,000 for a particular company, 
and during control that company has spent an 
amount which when equated equals £50,000 at 1913 
prices, that leaves an item in their fund of £50,000 
on the basis of 1913 prices. The claim is that that 
£50,000 within a period of one year from the end of 
control must be lifted up to the current prices, that 
means increased by 200 per cent, as -we now regard 
values. 

2774. Would it be correct to say that you first of 
all allow for the increased value of goods, and secondlv 
you allow for the increased value of money? — That is 
really what it comes to. 

2775. Is that so? Is the claim that they are 
to get the amount of their provision that has not been 
spent lifted up in the same way as the amount of the 
arrears? — That is the figure I gave. The arrears 
not spent — the arrears to their renewal fund not 
spent; we have provided £100,000, they have spent 
the equivalent of £50,000 during the period of 
control, and it leaves a balance at 1913 prices 
of £50,000 provided by the Government during con- 
trol. The claim is that that balance must be lifted 
up to the prices obtaining at the end of control. 

2776. In following the same idea — it may possibly 
be wrong — you are taking the peak of cost and the 
peak in the value of money? — Yes, that is right. 
You have provided your renewal at a peak, and you 
will make your repayment at the peak. 

2777. You are assuming you will borrow money at 
present prices, if you have to borrow, in order to 
renew at present costs? — That is right. 
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2778. What relation has the statement you are 
making now to the fact that so many of the companies 
are in excess? — Under A or under B, do you mean? 

2779. Under B? — It has no relation because the 
excess we shall find in nearly every case is an excess 
in repairs. 

2780. A question was asked this morning which 
I should like to clear up. He said, supposing you 
have the rolling stock in 1913 in a certain condition 
and of a certain number and you have the same con- 
dition and the same number at the end, and you have 
companies in excess on B — how is that? — Because 
they have spent more on repairs. 

2781. But they are entitled to raise their stock 
into the same physical condition as it was at the 
commencement of control. The point I put to Sir 
Alexander was this — I want to put the case from 
the point of view of the railway companies — the rail- 
way companies say, “We are entitled to have our 
rolling stock in as good condition at the end of 
control as it was in at the commencement.” Assume 
that it is only in as good condition and they have 
spent twice what they spent in the base year, on 
what ground can you claim to disallow that increase? 

You have asked me to assume something which I 

find it very difficult to assume. I have already ex- 
plained to you, I think, that the provision for the 
repairs for the year 1913 was by no means an ungen- 
erous provision. It is admitted by all the Chairmen 
and others that they made ample provision in 1913. 
The contention which I respectfully submit to the 
Committee is this: The 1913 provision should be 
assumed to be ample to maintain the stock in as 
good a physical condition as it was in at the 
beginning of control. If for certain special reasons 
that provision, when equated to current prices, is 
insufficient to maintain the stock, the onus of proof 
should be on the company, and they should not as- 
sume they are entitled to spend it and say, “ It is all 
right.” 

2782. Your position is this: Stand by the 1913 
quantum and put the onus on the railway companies 
to show worsement — if I may use the word? — Yes, 
that is my position. 

2783. And the position of the railway companies 
is to put the onus on you to show betterment? — Yes; 
putting it shortly, that is so. It is extremely diffi- 
cult, as Sir Alexander Gibb will probably tell you. 

2784. We have just got from Sir Alexander Gibb 
that an outsider could not say that the condition of 
the railways was so and so in 1913 and so and so in 

1918? Not generally speaking. But I know there 

are one or two isolated cases where Sir Alexander 
Gibb’s officers have gone down for me aud they 
have said: “ You have only to walk on the line to 
see it has been improved.” 

2785. Would it not be possible for the railway com- 
panies to put up their engineers to say: “ We know 
what the physical condition of the lines was in 1913, 
and we know what it is to-day, and, in our opinion, 
it is no better to-day than it was then.” Are not 
they in that position? — I daresay that would be one 
of the arguments which would be put forward. 

2786. They would not admit the impossibility of a 
physical determination of the question to the degree 
that Sir Alexander Gibb makes it?— -I do not think 
they would. But I think we are satisfied here that 
it is not only practicable but reasonable and fair that 
there should be a determinate limit of time to carry 
out and overtake these vast arrears. Otherwise, 
putting it no higher than the present difficult situa- 
tion, you are accumulating funds; if your line is in 
bad order put it right now — from two points of view, 
safety and labour. 

2787. You say that the very fact the railway com- 
panies are withholding a part of this £40,000,000, only 
expending it as you equate it, is itself a proof that 
the lines do not really require it ? — They must be 
satisfied as to the safety of the lines; that is the 
responsibility of the engineers of the companies. 

2788. £40,000,000 seems so large a sum when you tell 

us that so many of the companies are in excess? — I 
think you have only to look at the increase in the in- 
vested funds of the companies to get 



2789. I appreciate your point. I am not worried 
about the excess; one is satisfied about it; but what 
surprises me is that you say there are so many com- 
panies in excess, and it seems so strange that that 
should be so, and yet the arrears are so big. 

2790. You are speaking only of Abstract A and B ; 
there are so many abstracts ? — I think he has in mind 
that there are some companies in excess on Abstract 
B and some in arrear. Very few of the large com- 
panies are in excess on Abstract A. 

2791. If they were all in about the same position 
the difficulty would not be so great ; but where some 
are in excess and some in arrear it is manifestly not 
easy to find a basis of compromise? — It is very diffi- 
cult to find a basis of compromise unless we say we 
will pool your receipts and you must have a pool of 

expenditure. „ ,, 

2792. I notice that lin the abstract here further 

liabilities increased provision due to increased first 

cost, unable to specify any estimate— then I turn to 
Sir Alexander Gibb’s proof and I find In Section IV . 
—1 (c) an estimate of £15,000,000 which he has told 
us is obtained from the Finance Department. Are 
those two statements really relating to the same 

thing? I would rather Sir Alexander Gibb answered 

that point. I felt unable to specify it; he has a 
more intimate knowledge of the possibilities than I 
have. 

2793. What I am really at is this: That here we 
have a very valuable rough estimate, and we have 
further liabilities which it is impossible to specify ; 
but, as a matter of fact, there is m Sir Alexander 
Gibb’s evidence an estimate in regard to this par- 
ticular thing which we call the 5 per cent.— (Sir 
Alexander Gibb) : That is the £15,000,000, is it? 

2794. Yes? Yes ; but the 5 per cent, is included in 

the £15,000,000. But it is not only the 5 per cent. ; 
there are two other items in that — A, B and C m 
those three a rough approximation is £15,000 000. _ 

2795. What are the other two itepis? — That there is 
no limitation to the 1913 quantum, and the railway 
companies at present are charging what they like. 

2796. That is No. 1 of these further liabilities,* is 

it? I do not know Sir George’s return. (Sir George 

Bcliarrell) ; As a matter of fact, he has not had it. . 

2797. Might I suggest the £15,000,000 takes in 
that £8,000,000 that you had shown as excess 
repairs? — (Sir George Beharrell) : Yes, I think it 
does. I have not studied Sir Alexander’s figures, 
but looking at them they are not divided the same 
as mine; they have been arrived at independently 
without any consultation whatever. 

2798. Can you give us at all the tune of the further 
liabilities. Is it comparable in importance with 
the items that you are able to deal with ? Taking 
the first one; we have now probably £8,000,000 of 
that. You remeinber we thought they might be 
doing something in the neighbourhood of £5,000,000 
to £6,000,000 in the year excess work at the tune; 
so that it looks as if that figure might be anything 
in the neighbourhood of from £3,000,000 to 
£5,000,000. The next one would be a much smaller 
figure than that. I suppose the third one would be 
a smaller figure, but I think it could easily run into 
a seven figure item. And the last one, of course, 
standing alone, is a negligible item for money, but, 
as a matter of principle, I think it is of extreme 
importance. 

2799. So that if we said £20,000,000 for the lot 
that would probably be high?— I think so. But, of 
course, the most difficult item of the whole seiies is 
No. 1. I do not know whether the Committee have 
read the letter from the Railway Companies’ Asso- 
ciation which I asked Mr. Twentyman to circulate. t 

2800. Yes. Because, you see, in that letter the 

liability of the Government under the Act of 1871 (as 
they call it) is very present to their minds. It is the 
letter from the Railway Companies’ Association of a 
few days ago. 



* Appendix XI. and Minutes of Evidence, Nos. 
1285-1370. 

t Appendix XIII. 
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2801 Do you regard tliat as a serious point? I am 
inclined to assume that they put that in so as to 

leave no possible ground of claim uncovered I have 

heard it argued that the Government are liable 
under this head to compensate the companies for 
the wnole increase of railwaymen’s wages. 

2802. But supposing the railway companies seri- 

ously pleaded the Act of 1871 ; you would unquestion- 
ably tear up everything that has been done since 
because the first Memorandum of Agreement pur- 
ported to be an agreement as to the amount cf 
compensation due under the Act? Yes. 

2803. And if they wished to go behind that agree- 
ment surely they must have the whole Act and nothing 
out the Act? That, of course, is my contention. 

2804. I do not see how they can ride two horses at 

they are tryin S very hard to do that. 

2805 . It is very dangerous?— Yes; you sometimes 
tall between them. 

2806. Is it absolutely clear to the Committee, that 
paragraph on which we asked your kind help ? 

2807. No, not quite. — I shall have to make it 
clear to you. Shall I take a block of stock 
and not a wagon, as one more illustration, and 
i think that will probably bring it clearer to 
your minds. We will assume 1,000 wagons at £100 
each, representing a capital value of £100,000. A 
provision on the basis of 3 per cent, per annum would 
mean £3,000. As was suggested to me, the companies 
lenew 20 wagons at a cost of £300 each, scrapping 20 
of the original wagons at £100 each. That leaves a 
stock of 1,000 wagons, but the first cost— not the 
capital value— is represented by £104,000— you have 
added £6,000 and taken away £2,000. 

2808. I do not quite see the £6,000.— You added 20 
wagons at £300 each, which is £6,000. 

2809. In excess, yes. — Yes; and you have scrapped 
20 wagons at £100 each, which leaves a net increase in 
first cost of £4,000. 

2810. With a net increase in the number of wagons. 
— rso; the number of wagons remaining constant, 
lou build 20 additional and scrap an equivalent num- 
iei , therefore your 1,000 wagons remain constant. 

2811. \es. But the first cost has increased from 
£100,000 to £104,000. 

us at that stage. What is the cost 
to the Government at that stage?— 3 per cent. 

2813. The charge to the government so far is the 

£3,000 at 3 per cent., plus the £200 on 20 wagons?— 
Yes, £4,000. The £4,000 is a separate item which 
wants taking away altogether. I want to get the 
result 

2814. Are we taking this to refer to a period of, 

sa ?piT e a yearp— Yes> y° u can take il as one y ear - 

-oit* S y el y th ere is some provision made before 
i913 for the 20 wagons that were destroyed ?— Some 
provision was made for some wagons. 

2816. Surely there is a credit balance somewhere? 

The way it is worked is this : You pay this £3,000 
that is, the 3 per cent, provision, you pay that into 
a fund — a reserve fund. 

2817. To a reserve fund already existing? Yes. 

2818. Which in total amounts to what?— To a large 
sum of money. When you renew these 20 wagons you 
take out of the reserve fund 20 times £100— £2,000 ■ 
the Government increase that £2,000 to the actual 
cost of replacement— that is, by £4,000. So that the 
increased first cost is entirely due to payments by the 
Government. 

2819. Now I have got it.— But immediately these 

wagons are into traffic the provision debited to the 
Government is increased from £3,000 to £3,120 per 
annum. But we are now making a provision on cost 
wTnch we have already paid for. Now, at the end 
of control 

2820. I was going to carry it to the next stage. 

J^et us take the end of control. 

f 2 . 8 1 21 - y° u So to that let us see what becomes 

of the £3,120. I suggest to you that that goes into 
the reserve fund?— Yes, certainly. 

2822. Which now becomes £6,120 No? If vou 

take it to one year 



2823. You would have had 1,000- 
you can take it as two years- 



-? — I think 



2824. I would like you to proceed with one thing 
at a time that the Witness has in his mind and 
complete your examination on that; I do not want 
to spoil a certain run of thought. 

2825. I was going to ask you to take this one year 
more and assume that that is the end of control, 
and tiiat during that year nothing happened. Shall 
we take £o,120 as an addition to the reserve- fund? 
—Could you go back one year to where you have put 
the £3,000 to the reserve fund. We have put £3,120 
to the fund for the second year in view of 'the 
increased cost; that makes a total of £6,120. We 

^ akeu f rom the fund £2,000, representing the 
1913 prices of the twenty wagons renewed ; that 
leaves £4,120, which sum, the companies claim, at 
the end of control has to be brought up to present- 
day prices. 

2826. Is it the £100,000 or the £104,000 which is 

tU Up? — Pke balance of your reserve fund 

i'T-j IjqU. 

2827. Do we seriously understand that if any of 

their reserve funds for renewals that they may be 
accumulating— that they claim that any increase in 
those funds must be adjusted to post-war prices at 
the final settlement?— Unspent accumulations during 
control . ° 

, 2 ^ 2 8- Did they never accumulate anything before 
control? — Certainly they did. 

2829. That is the whole point from the beginning. 
2830 It seems as though there must be some 
method of finding out what unspent accumulations 
took place m 1913?— Undoubtedly. 

2831. Could we find that out?— Not from the 
public accounts because of the alteration in form If 
the 1913 accounts had been in operation for two or 
three years it would have been relatively simple. 

2832. It is so clearly expressed in the correspond- 
ence, certainly from the point of view of the 
Government, that the amount is only to be made 
good when the actual replacement takes place 
that it seems important to divide the pre-war 
expenditure on maintenance into two parts. One 
is the physical expenditure, and the other is 
bhe provision. And that when we come to 
compare- with the pre-war period you have 
again to divide and treat quite differently the 

Z?rS\ ! C \ 7 a PP r °P ri ated for expenditure in 
icgaid to which there may be arrears for which they 
ought to be compensated, and the other is purely 
Wevismnwhmh may have been used, as a matter 
of fact, for paying dividends ?— l r es, it might 

fund?w BUt T S not ' ? - No - The interest on the 
fund, was used m some cases to pay dividends 

,Jnotp Al Y ““I bS - lS6d in the future for that 
pui pose?— Yes; there is nothing to prevent it 

cou?-L 5 'n?°A he T ?ani f give “7 reason for that 
uise of action, being based on what they have to 

do or may have to do after control in the renewa 
of rolling stock. Is it their case, broadly, that wj 

rfrJT, t0 br - ng UP thiS Prorision ^nd bring 
up these balances m order to enable the companies 

hid ° rates & n ^ Work at tho Elated, or 

p •! milP Yes G Probably for the most part 

f there 7 S i ley pr °° eed °" the assumption that 
n fact £ n ° C ° nt1 ' 01 ths y ™>ld hive spent, 

7 AT 1913 P rovislon on renewals; whereas if 
^own e b !T f?° d years the ^nds would have 

fpent orS dUring tHat Peri0d and -I 

created theii^ companies during the control in- 
contribiSd n l7f en Worki ng expenses and 

TW n 7 1 ge sum to the depreciation fund?- 
They could only contribute originally the 1913 nro- 
vision to those depreciation funds. P 

2837. Have they kept strictly to that?— I have no 
eason to say No to that. I think they have But 

fmXTo W h U VT l rawn from riieir depreciation 
funds we have had to bring that expenditure from 
lo-T3 in ices to current cost 



MINUTES OF EVIDENCE. 



123 



8 December. 1920.1 Sib George Beharrell, D.S.O., and Sir Alexander Gibb, G.B.E., C.B. [Continued. 



2838. Then we have really paid the difference be- 
tween ? — We have paid the whole of this increased 

first cost where it is a renewal. 

2839. So that we have really increased their con- 
tribution to depreciation account? — Yes, for the work 
they carried out. 

2840. But', broadly, increased first cost, as far as 
this matter we are now discussing is concerned, is 
not really in dispute. I mean, on this amendment 
to the memorandum what we are really discussing 
is the percentage over and above this separate thing 

the percentage, which may be 3 per cent, or 5 per . 

cent., or anything else, of the increased cost of such 
rolling stock over the 1913 total cost, &c. Is not 
that the narrower point? — If you base your initial 
calculation for the provision on the increased first 
cost under the agreements as now interpreted there 
is no further question at issue ; the rest is automatic ; 
they get the increased values automatically as spent, 
with a debit against the Government at the end of 
control to raise the unspent balances up to present 
prices. 

2841. That is what I object to in principle, as I 
understand it at present. 

2842. This £40,000,000 of which you speak as being 
the accumulated arrears of maintenance represents, 
does it, 115 per cent, of the 1913 prices of the arrears 
of repairs, plus 15 per cent, of the 1913 prices of the 
arrears of renewals? — No; it is 115 per cent., both 
repairs and renewals. 

2843. Is that so; because there is an adjusting 
figure at the bottom? — Yes; but that is the total 
figure. 

2844. Does this bring in the question of increased 
rates. You have the £4,000 in the £104,000 which is 
contributed by the State? — Yes. 

2845. Then you have their claim to write up then- 
reserve for this purpose to present cost of renewal r 
— Yes; that is right. 

2846. And that despite the fact that they are now 
allowed to charge rates which ought to include the 
cost of present renewal? — Yes; but the rates accrue to 
the Government at the present time. 

2847. Yes. The rates have been put up to such a 

point that when the companies go free of control it 
is assumed they will be able to run ? — That is the 
assumption. . 

2848. Therefore their position immediately alter 
control would be that they have had the rates in- 
creased sufficiently to enable them to put by the 
necessary sum per annum to pay for wagons at the 
increased cost? — That is so. 

2849 Therefore you have three sums practically: 
You have the £4,000 the original contribution of the 
Government; you have the £4,000 of writing up, 
which would be all right if you were going to have 
lower rates, as a business proposition, but if you 
are o- 0 iug to have rates increased then you get it a 
second time?— Yes. I think, if you do not mind my 
suggesting it, that is rather a side issue. 1 think 
the broad issue is that they get the percentage pro- 
vision on the increased cost, and, despite that, at 
the end of control they claim that the provision, as 
made, should be lifted up to the increased prices 
and that tells to my mind, whether the increased first 
cost be capital or revenue provision at the expense 

of the State. . , T 

2850. There is a very important point there, 1 
think. Would it pay some of the companies to carry 
on with rolling stock in bad condition in order that 
they might get an increased allowance on renewals f 
—It undoubtedly pays the companies to keep the 
maximum number of rolling stock on their hooks at 
the present time, because it swells the figure on which 
provision is based in most cases. 

2851. That is a unit basis? — Either unit or cost 
basis ; it pays them to keep them on their books. . 

2852. This point only deals with renewals; it is a 
question of renewals ?— That is so, only tenewals. 

2853. There are three stages in the thing; first of 
all what is actually spent on renewals; you have got 
to equate that to 1913 prices— you do not object to 
that ? — No. 

2854. And at the end of control, if there are any 
deferred renewals, that has to be equated at the time 
if there are any arrears? — Yes. 



2855. And you do not object to that? — You are 
taking me a step further than I want to go. . I 
object to that unless they spend it within a given 
time. 

2856. Yes, but this percentage is something that 
comes in between, and it is this percentage that you 
are really objecting to at the present moment ?— ■ Very 
strongly. 

2857. In itself I suppose it will not be a very con- 
siderable amount: what is it, £1,000,000? — It is very 
difficult to say, but I should say it will be about that. 

2858. I hope I have understood this? — I think you 
have it quite clearly now. 

2859. You have stages: this dates from 1915; it was 
retrospective to that date. Then we add a percentage 
year by year which is understood to be based on the 
increased cost of this work? Yes. 

2860. And provision is made for that. Then the 
claim of the companies is that at the end of the day 
the unexpended balances should be paid up to pre- 
sumably a maximum figure? — To the figure then 
ruling. 

2861. Which would be the figure at the end of the 
day, would not it? — That is right. 

2862. Would not that position be this: first of all 
that we should be asked to make a payment which 
was strictly in excess of an average of these years 
during which you have been making these contribu- 
tions; supposing we took an average of them, the 
ultimate figure would be higher, would not it ? They 

ask us to make up the balances ?— Oh, much 

higher, certainly. 

2863. So that even if the claim were admitted would 
not- the proper method be to bring up tile balance 
year by year at the excess or added cost then pre- 
vailing ? — I think in dealing with a renewal fund that 
would be eminently fair. I do not see why you should 
seek to bring up a renewal fund with an initial X., 
and wait for seven years, and then see what you are 
going to increase it by. It is not a scientific way of 
making provision. 

2864. So that you have made the provision; and 
the only other point I want to bring out is this, that 
having apparently put the companies in the only 
position to which they are entitled, a quite fair posi- 
tion, they now come along and make a demand which 
amounts to asking the people of this country not only 
to fulfil that bargain with them, but actually to put 
them in a position different from anybody else, 
namely, to give them a big start and a big advantage 
owing to war conditions against which we do not pro- 
tect any other person? — Yes, I think you have put it 
very shortly. It really is that they want protection 
both in renewals and stores against every consequence 
of the war. They have had protection from the 
revenue point of View. 

2865. Have you anything to say at all with refe- 
rence to the point which may be in their mind — I do 
not know whether I have it accurately — on the ques- 
tion of ultimate value, on page 128? — You mean Sir 
Alexander Butterworth’s memorandum? 

2866. Yes, Sir Alexander Butterworth’s memoran- 
dum. He raises this point, which seems to me very 
important. He is dealing with sleepers, but I think 
we agree it goes far beyond that, in which he looks 
to the ultimate value of the work done? — Yes. 

2867. Would you say it is probably that that is 
what they have in mind in this connection? — It is 
rather difficult to put it quite. like that. That may 
be so, but of course the whole point that they have 
in mind is this : they want at any rate the whole of 
the provision during Government control to be at a 
level which has either met renewals during the period 
of control, or can be presumed to be in a position 
to meet an equal amount of renewals after control 
at the prices ruling at the end of control, which is, 
as you put it, the maximum prices. 

2868. I am afraid I have not quite followed this. 

2869. I was going to ask this. Supposing you were 
a member of this Committee now, Sir George, what 
in your opinion would be a proper way of dealing 
with this matter of increased first cost? When and 
where would you make the adjustment? — I should 
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ma'ke it at the end, and I should disregard it at the 
first calculation ; it is the only simple way to do it. 
That provision for increased first cost should never 
have been allowed in Circular 686. 

2870. And would you recommend, if you were on 
the Committee, that that should be disallowed ? — I do 
not see any simple way of doing justice to the Govern- 
ment without disallowing it at that stage. 

2871. And that is your definite and clear answer to 
that proposition which I have made to you? — It is. 

2872. It is the £120,* and the doubling of that, 
that you have taken objection to? — Yes. If you main- 
tain your calculation on the original cost, then there 
is no danger of it being put in twice when you come 
to lift it up to future values. 

2873. I do not know whether you can help me. I 
do not understand it yet. What would have happened 
relative to these charges if there had been no control 
at all, and if prices had risen to the same point as 
they have during the last five years. Would the 
railway companies have dealt with it? — They would 
have made increased provision. 

2874. That is to say, the 5 per cent, would have 
been increased? — Would have had to be increased. 

2875. That £120 that goes into that fund, would 
not that really diminish the liability? — No, it has 
not any effect upon the liability, because it is on the 
initial figure as a 100 per cent, figure. It is a 100 
per cent, figure. 

2876. It is something really not quite the same, but 
it is something of the same sort of proceeding as 
taking the interest on the £40,000,000 and not giving 

credit for it — something of the same sort of idea ? 

Yes. 

2877. That is the thing — that you make the ad- 
justment at the end, and then you cannot get if 
twice? — Then you cannot get it twice. 

2878. One more word with regard to these excess 
companies that I am afraid worry us a good deal. 
Have you any reasonable suggestion to put forward 
why certain companies are so much in excess on their 
Abstract B., and some other companies are in arrear? 

I think some companies stuck to their programme of 
work throughout the war to a greater extent than 
others; that is, they slipped less far back into 
arrears than others. I know one or two very large 
companies who are not up to date with certainly 
locomotives and wagons, and rather in excess when 
you take locomotives, wagons and carriages together ; 
whereas another large company I have in mind cannot 
physically get into excess, no matter what efforts it 
puts forward. 

2879. Is that owing to the fact that one company 
made larger provision, which they did not spend really 
during the standard period, and others did not?— No, 
Sii, not really that. It is the repairs factor every 
time that makes for excess. The renewal is a pro- 
vision— I look, of course, to see how much of the 
renewal provision is spent— but when you come to 
consider an excess company you take the renewal 
provision plus the actual expenditure on repairs, and 
it is the total of those figures which tells you whether 
or not the company is an excess company or an 
arrears company ; it is the companies who have spent 

heavily on repairs. I think, if I remember rightly 

I am speaking now without my brief before me— I 
gave you an illustration, and it is a very apt one 
It is an excess company, a fairly large company! 
that has spent during the period of control on the 
repairs of rolling stock at 1913 prices an excess of — 

I will take it at a quarter of a million ; that figure 
may not be quite right, but it is in that neighbour- 
hood— excess expenditure. But they have underspent 
their provision at 1913 prices by about £350 000 
Wow I am sure, after all the evidence you have 
heaid, the possibility of confusion between repairs 
and renewals must be present to the mind of the 
Committee. 

2880. If you take that particular company, when 
you refer to excess you refer to excess of both 

repairs and renewals added together? Yes, I do- 

that is, renewals provision and absolute expenditure 
on repairs. That is what the Government has paid. 



2881. So I suggest to you that, supposing a eom- 
pany was entitled to make very large renewal pro- 
visions which were not spent, and spent very largely 
upon repairs (possibly because the repairs were 
actually renewals in another form), they might, as a 
result be very much in excess, and, as a matter of 
fact, not have spent as much as they did during the 
standard year? — Quite conceivably. In fact, I think 
that is the case with this company. 

2882. That is exactly what I want to get at. Would 
that be the case in many of these companies in 
excess? — Quite possibly. 

2883. So that the excess might be attributed not 

so much to physical expenditure, but to provision? 

Quite. That is the danger I foresee the whole time. 

2884. How can we get behind that? How can we 
see that in some form of figures? — I will try and 

give you some statement which will help you there - 

I mean to say, a general statement of that kind 
might probably help.* 

2885. It might have been a help to us if we could 
have seen the Abstract expenditures, certainly if they 
could be divided into repairs and renewals, of a 

large number, if not all, the railway companies.- ■ 

Should I give you the excess companies first on 
Abstract B.? It means searching a good deal. I 
do not quite know how much detailed investigation 
this involves, but I will give you the fullest infor- 
mation I can. 

2886. Then if it were possible to divide the renewals 
from repairs, it would be useful?— Oh, I will do that 

2887. Then you could indicate to us how far in 
those excess companies the renewal provision is sub- 
stantial?— And not spent — to what extent not spent. 

2888. Yes; because Sir Alexander said to us that 
under war conditions it was more natural that a 
lenewal should take the form of a repair owing to 
the difficulty of getting renewals done, and there was 
a greater tendency to do the repairs or the renewals 
piecemeal?— Then it is a repair, and it does not come 
under the heading of renewals. 

2889. And consequently it might be appropriate for 
us to regard it as a whole, and make allowance for 
that with regard to the provision for renewals. 

2890. That is to- say, taking the case of the relaying 
of the line which we had this morning, if the rails 
were laid in 1914 and the sleepers and chairs in 
1915, that would be a proper case for us to raise when 
we come to a question of settlement ?— That would 
be a repair, hut it is a new line in fact. 

2891. Such a case would be a case for consideration 
and adjustment? — Quite. 

2892. With regard to the figures you are going to 
prepare for us, would you give us the money spent 

in 1913 as a datum line so that we can compare? 

that must he so; I must show the 1913 repairs and 
renewals. I cannot say how much of that provision 
was spent, and how much not spent, in 1913.* 

2893. Perhaps that will not matter?— No-, you can 
treat it all as a provision. 

2894. What you set aside for depreciation in 1913. 

2895. You will be able to show us the provision 
subsequently? — Yes. 

2896. That is the important point. 

2897. If you can show the provision in subsequent 
years it must be the same?— But I do no-t know 
now much was spent in 1913. 
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coming down to help us. 

2899. The next point is a point on which perha-r 

Pom 0 '?? 6 “ lght b ? heI P ful > if is able to stay. 
, f°°; Ha ™ y° l ) tlr ne, Sir George?— I have time, 
but I do not want to become chief witness 

to him A g- r Mnder Gibb ) : 1 sha11 he glad to give way 

2 901 . Not at all; it is two stars in the firmament. 
Now we have got beyond that thorny path will you 
continue, Sir Alexander ?— (Sir Alexander Gibb ) : We 
got to No. 2 of Section IV, + I think; we had finished 
1 and we came to No. 2. The point about that is 
that some companies are m arrear with Abstract A 
and in excess with Abstract B, and vice versa, and if 
the whole of the railway companies were treated as 
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one entity, my point is that one could be set off 
against another — that it would be for the railway 
companies themselves, if they got all the money in 
one pool, to divide it up as they thought fit. At 
the present time we are paying arrears to some com- 
panies, and we are paying in excess to other com- 
panies. In fact I think we are going farther than 
that; we are paying it to the same company, arrears 
on A and excess on B, and that does not seem to be 
borne out by the spirit of the original agreement. 

If that were done 1 think it would probably cancel 
the sum shown in sub-section (1) of section IV, the 
preceding items, that is, the £15,000,000, even if the 
companies were allowed to spend what they liked. As 
things are at present you would cancel that by this 
arrangement. 

2902. And that is what you want to save the coun- 
try— £15,000,000. That is your proposition? — That 
is my proposition. But the £15,000,000 is not to be 
taken as an exact estimate. It is a difficult thing to 
estimate, but I do not think it would be less. It 
would probably be more. I do not think I can say 
much more about (2), unless there are any questions. 

2903. It seems to me this is an extremely important 
point which has been raised by Sir Alexander, one 
of the most important. In your Appendix,* on 
page 9, you supported what you say by a letter 
written by Sir Herbert Walker on the 8th August, 
1914? — Yes. 

2904. Or, rather, it is an instruction in which he 
is commending to the railway companies the agree- 
ment that has been arrived at? — Yes. I do not think 
that letter is printed in the book that you have. 

2905. It is in the minutes, I think. 

2906. It is dated 8th August, 1914 ? — It brings out 
what the railway companies had in their heads at 
the time, so that I thought it was a good letter to 
bring forward. 

2907. I find I am wrong; it is not on the minutes. 

2908. No. Perhaps you would read the paragraphs 
you have underlined. 

2909. Secretary: “ These are among the most im- 
portant and obvious advantages of an adjustment of 
the question of compensation now, as against leaving 
it in abeyance, but they by no means exhaust the 
advantages. Acting upon this view, the Executive 
Committee have been in negotiation with the Govern- 
ment on the lines of some collective arrangement, 
which , while dealing in the first instance with the 
ascertainment in one sum of the compensation pay- 
able to all the companies whose lines are taken over, 
should provide also for the allocation to each company 
of its proper proportion of the aggregate sum. A 
principal reason actuating the Government in desir- 
ing an arrangement on this basis was the natural 
desire to be secured against a claim for compensation 
by an individual company for their loss of traffic 
which had been merely transferred to the line of 
another Company from causes arising out of the state 
of war.” 

2910. I think those are the material paragraphs. 
So that really the object of the 1913 agreement was 
a pool? — It was a pool, yes. 

2911. A pool of receipts which you think should be 
accompanied by a pool of expenditure? — Yes, and I 
think this letter shows that at the time they intended 
that. 

2912. The essence of the thing was a collective 
arrangement ? — A collective arrangement. 

2913. And the Government handed over the receipts 

in hulk, and the companies had to allocate that 
amongst themselves? — Yes. _ 

2914. And your idea is that the course followed with 
regard to receipts should be the course followed with 
regard to expenditure? — Yes. 

2915. And that all that should rest on the. Govern- 
ment should he to hand over a lump sum, and let the 
companies allocate amongst themselves the way in 
which that expenditure should he allowed to each 
company. That is your idea? — Yes. 

2916. And if that interpretation of the agreement 
were adopted, the Government would at once be re- 
lieved of all these figures of excess?— It would. 

* Appendix XlVa. 
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2917. Because, as you have pointed out, you have 
not only the question that as between one company 
and another the Government is paying excess to one 
company and arrears to another company , but in the 
individual company on the separate Abstracts it pays 
excess on one Abstract and has to make up arrears on 
the other? — Yes, that is it. 

2918. So that whichever way the thing goes the 
Government is hit? — Yes. 

2919. And in your view, looking at this agreement 

as a contractor, as a man of business, interpreting it 
in the way in which you think it should be interpreted 
if it were your own agreement, you would expect 
if you got the collective receipts and had to allocate 
them, that the expenditure would be dealt with in 
the same way? — Yes. I might try and get out of 

doing it if I found it difficult. 

2920. That is very interesting, is it not, because 
we have it in evidence that the one thing that the 
Railway Executive had failed to do prior to the out- 
break of the war was to arrange for the method of 
allotting within the pool as among themselves? Yes. 

2921. And the suggestion is therefore that all this 
is really an attempt to get round that difficulty? — Yes. 

2922. It was their initial difficulty ?— Yes, which 
they accepted in this letter. This letter shows they 
appreciated the difficulty and that they were prepared 
to take it on. 

2923. Yes, but it really does make for their good 
faith? — It does. 

2924. Because it shows that they were in a diffi- 
culty during the two years before as to how to do it, 
and afterwards they got into the position of seeming 
to work for themselves as against the State, because 
they are feeling all the time the difficulty which had 
held them up before? — Yes. 

2925. Do you consider that to interpret the agree- 
ment to the effect that receipts are collective but 
expenditure is individual is to put a one-sided and 
inequitable interpretation on the agreement? — Yes, I 
think it is. I do not think it carries out the inten- 
tion of the original agreement. 

2926. With your knowledge of railway companies, 
do you think that they would welcome the idea of 
pooling their expenditure before ascertaining their 
expenditure? — I do not, for a minute. 

2927. But surely, if we read that clause, however 
much we may desire it, that clause ou page 9 of 
your Appendix,* it is difficult to extend the interpre- 
tation beyond the mere compensation? — It says, 

££ which, while dealing in the first instance with the 
ascertainment in one sum of the compensation payable 
to all the companies whose lines are taken over, should 
provide also for the allocation to each company of 
its proper proportion of the aggregate sum.” 

2928. And that is covered by ascertaining the net 
receipts and allocating it among the companies,, which 
they do upon each company’s net receipts in the 
standard year. I have rather a difficulty in impoit- 
ing into that the question of general working of the 
railways, because you cannot confine it to main- 
tenance; surely you would have to go to other ques- 
tions of administration? — Yes, undoubtedly. 

2929. And one company might say that another 
company had managed its line very badly during the 
control period. 

2930. In fact, Sir Alexander wants to lift the 
litigation between the companies and the Govern- 
ment to between the companies themselves ?— That 
is exactly what I do want. . I say it is not the 
Government’s business; I say it is for the railway 
companies themselves to settle that. 

2931. I would suggest, with respect, that the line 
of least resistance would be to. provide a set-off be- 
tween the two Abstracts? — (Sir George Beharrellf: 
Yes. ( Sir Alexander Gibb ) : I think you would have 
less opposition from the railway companies, certainly ; 
but at the same time I do think that is a perfectly 
reasonable reading of the original agreement— that 
the Government should pay over this money and the 
railways should do what they liked with it. 

2932. Supposing you had a set-off between the Ab- 
stracts, and a limitation to the 1913 quantum, that 

* Appendix XlVa. 
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would carry out the principle of the pool of expendi- 
ture, would not it ; in fact, each company would get 
what it got in 1913, and the total liability of the 

Government for maintenance would be limited? If 

it had that effect that would be so, yes. 

2933. Would you refer to Sir Herbert Walker’s 
letter of 9th August, 1914; it is No. 5 in the Docu- 
ments? — I have it. 

2934. There was clearly an apprehension expressed 
there on the part of the advisers of the Government, 
whoever they were, that some companies might spend 
abnormal sums? — Yes. 

2935. And Sir Herbert Walker assured the Presi- 
dent of the Board of Trade that the Executive Com- 
mittee had taken steps to safeguard the Government 
in that respect. Do you know of any steps that were 
taken? — Except this letter was sent round telling 
them that they were expected to be perfectly fair; 
the whole tone of these letters is that they were to be 
Perfectly fair and not take advantage of the agree- 
ment. 

2936. That is the only step? — I know one other 
thing they did, and that is, they had the accountants 
going round and seeing that the terms were carried 
out. They certainly took that precaution. 

2937. Of course, that letter might be taken to 
support the view that the expenditure was not to 
be collective, but individual; and that steps were 
to be taken to safeguard the danger that would arise 
from individual expenditure?— You think it could be 
read that way? 

2938. What is contemplated there is that indivi- 
dual companies may spend abnormally, and the 
Executive take it as an obligation of honour on their 

part to protect the Government against that? And 

they sent round investigators afterwards. 

2939. You suggest they are responsible for one 
another. If you fix that obligation there it comes 
to this — that if one company spends too much the 
other companies must take less. 

2940. They say they recognise the danger, and 
legal d it as an obligation of honour, and have taken 
steps to prevent it. 

2941. We might read along with that what was 
referred to a minute ago, namely the letter of 8tb 
August, 1914?— That was the letter. 

2942. The Board of Trade follow this letter ? 

2943. On pages 3 and 4 of Sir Alexander’s book 
or Appendices I think they make very definite state- 
ments on the very points that have just been raised. 

Is not that so, Sir Alexander? — Yes. 

2944. Taking the two together there was a verv 
strong case. 

2945. This is a minor point, but in this letter you 
see at the very end it refers to the movement of 
troops; that is all they had in mind at that time. 
ihe letter of 8th August on page 9 speaks of 

movement m the third paragraph. 

2946 Oh yes?— The next item was Sub-section 3 
of Section TV .+ I do not know whether you would like 
me to say anything more about that. I have talked 
about it m considerable detail. I do not know that 
I can add very much to what I have said. It is the 
80 per cent. What really has happened was this: — 
that while the companies were short of clerks and 
other staff during the war they agreed to a certain 
arrangement to arrive at a coefficient; this co- 
efficient was to reduce the values of the work at any 
period back to 1913 prices, and I have shown that 
that system is not satisfactory, and does not give 
■accurate results. ° 

2947 Has this point been taken up?— To the best 
or my knowledge it has not.. 

2948. Sir George has referred to it? Yes 

(Sir George VeharreM) : It is 80 per cent, materials 
It has no. been referred to the Companies recently.' 

Of course, when the 80 per cent, was accepted by the 
Government ; as a representation of the trend of 
prices, Sir Albert Wyon mace certain inquiries from 

that °,° 1 “ Pan ! eS 1 ’ a “ d he reported to the Government 
that t he articl es then suggested in his opinion then 
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represented a fair sample on which to found a figure. 
I have quite recently endeavoured to get some con- 
firmation from the Ministry’s technical officers — that 
™ ■ c ,, , auder Gibb fo1 ' civil engineering and the 
Chief Mechanical Engineer for mechanical engineer- 
ing (rolling stock, and so forth)— and I must be 
guided by what they say as to the fairness of this 
sample. 1 quite appreciate the point which lias . been 
made—that the sample was taken as a short cut' 
hut the dire necessity for a short cut cannot of 
course, exist to-day. 

(Sir Alexander Gibb ) : No. I think I might possibly 
strengthen the case for this a little if I might. An 
abstract from the Accountants’ Sub-Committee 
minutes contained a report by the investigators in 
winch they said : “ A reasonable proportion of the ser- 
viceable materials should have been taken into account 
m arriving at the percentage of increase.” That refers 
o reusable materials. The recommendation was not 
accepted by the Accountants’ Sub-Committee. 

■ ^° U bldsb b .y saying your suggestion 

is to work out a correct coefficient by taking all fac- 
tors whmh are at present omitted into consideration. 
(Section IV 3 (d); note.)?-Yes; that is my sub- 
mission. J 

„ JuSt t0 ?. al l e ft clear again, the result 

of the scrap would be to diminish the actual amount 
that was charged in the Abstract ?— Yes. 

2951 And to increase the deficiency ?— It would in- 
fill 16 deferred work which the Government would 
liai e to pay later at the increased prices. 

2952. So that if one could in some way introduce 
t le principle that the Government do not pay until 
the work is physically performed, that work never 

v?sin C 7 pe ^ fo -l m - ed ’ becauSB there was never real pro- 
wsion for it; it is a fictitious provision, because they 
bad received p i do not think you ’ re qui £ r iSt 
m that respect The actual work could not be per- 
;ormed, but other work could be done. They might 
take a macadam station yard and might p f ve 

ooL xt 18 n ° 3 ' 6aS ° n Why that should not be done. 

2953. Row will you proceed, please?— Yes That 

deals with the percentage. The next item 4 merely 
shows— or one tries to point out, rather— that under 

on the nart nf Eh™ n ° incentiv e to economy 

on the pait of the railway companies; and how sensi' 

t.ve that is is given by the fact that 5 per chuf 

ino'°nV S 310t a + Vel 7 blg dlffel 'ence in the cost of work- 

£6 S 0 000 OM nnVlf P , el ; c , ent ' U P or down— would mean 
ibO, 000,000 on the total expenditure for the railway 

during the control period. That does not carry us Iny 

uither, but it is worth remembering that that the 

figure we are dealing with is very sensitive. 

nrf 954 ' Y o° UaTe ? ot goin S t0 olaim the £60,000,000 
a e you.— No, I am afraid we cannot; hut the 
amount of work that a man does can be calculated 
Of course, the £60,000,000 is not all work; it is the 
whole expenditure. 

2955. Yes— The next point that I have noted is 

295fi O1 w qi ? eStl0 i n ' t Pel ' ha P s y° u know about that. 

matter? P m T e a S °° 1 d i deal ° f evidence on that 
mattei ?— Perhaps you would not like me to say any- 
thing more about that? ' y y 

ooll' H iS 0l . ear in our minds, I think. 
n JZ 8 ' u i ^ on ® point 1 should like to ask Sir 
was “y knowledge of what 

Teharrell) 77 n ^ Pmfe Book?_(Rir Georg.e 
hinwM ' b T ld not answer that i 1 r e a] ly have no 

2959 d V S ‘ \ Ilav ® s een no. preliminary papers. 

that s 9 toS U m?++ n m0W h0W 3t cam ® ab out that 
tnat stoies matter was ever raised— whether the rail 

7 ay o°fP a nies raised itP-The railway companies 

2960 'V 1 ? 77° question about that. 

time? ' Slr i lbe ^ t Wy ° n at the Ministry at that 
onir? 6 wa * , the Government Accountant, yes. 

buS!l tMnh M b6 r lB t0 ^ ^ay that, 

?. -J L t ~ 1 J , Grurney Fowler was there at flip 

time but the same assistant who assisted Mr. Gurney 
L onlo 1 ’ n ° W assists Sil ' Albert Wyon 

ment? T°h ^ question of employ- 

ment— No. That was at the Armistice; that was a 

much later date. (Sir Alexander Gibb): I do not 
know whether you have had the second point in the 
hrongbt up— the £5,000,000 point? 

2963. Is that your No. 4?_No. 5 under Section IV. 
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2964. You dealt with that point, Sir George P— 
(Sir George Beharrell ) : I am not quite sure if I 
brought it up on stores. (Sir Alexander Gibb) : The 
point is the recoverable materials and scrap are 
always increasing in value, and during the control 
if scrap goes up in price the Government get the 
advantage of the increased value in their net receipts, 
but it also has this effect, that it is brought into 
Abstracts A. and B., and -the effect is that it reduces 
the amount of work which is done in those Abstracts, 
and so it increases the deferred maintenance work 
which comes on at the end, and has to be paid foi , 
and the Government lose on that. On the other hand, 
the railway companies, after the period of control, 
realise the increase in the value of the scrap which 
they sell, so that the Government do not get full 
value for the increase of the scrap during the conti ol, 
and the railway companies do get full value after 
the control. . 

2965. That is, if scrap is still rising?— Yes, still 

rising. And I think if that Is gone into carefully, 
the fair way is to 

2966. Does it come to this, that scrap ought to be 
taken at the value at the moment when control 
ceases? Is it a parallel point to what we were 
having just now? — No, it is not quite that. 

2967. Does not it really come under 'the question 
of arrears of maintenance? — Yes, it comes under 
that. (Sir George Beharrell) : The broad settlement 
deals with that difficulty. 

2968. Now Section V.— (Sir Alexander Gibb) : The 
rest of the memorandum. Section V., merely shows 
justification for the revision of the agreement. 

2969. Are there any points in those paragraphs 
on which you want to enlarge at all? — No; I think 
they include all I have to -say. 

2970. Are there any questions which the Committee 
would like to put to the Witness on these para- 
graphs ? 



2971. I suppose everything we could ask him would 
probably come under these paragraphs. I made a 
note of one thing I should like to ask. (To the 
Witness) : I am now coming on to your experience 
as a contractor and engineer, on the physical basis 
of repairs. Repairs were deferred; what I want to 
ask you is this. As a matter of fact will there be a 
great many repairs that will really never be carried 
out? They have been deferred so long that they 
never will be carried out?-, — I should say theie would 
be, but it will be very difficult to specify them or to 
say what they are or to estimate them; but there is 
no doubt whatever that there will be many repairs 
which will never be done. 

2972. Take a simple thing like painting, for 
example; if you had painted every two years and 
you missed two years and you then paint in the 
fourth year, your painting is not really twice as 
costly; you do save a little on that? There is no 
doubt there is a saving on that. 

2973. So that from the point of view of deferred 
repairs there will be some advantage; I mean, it is 
not all disadvantage to the railway companies?— 
Oh, no ; I think there will be a good deal of saving. 

2974. On the other hand, I suppose it could be 

claimed that something was lost by the rusting of 
the iron? It is very difficult to prove that. 

2975. That is the “ stitch-in-time ” argument, is 

not it? Yes; that might be so. There is one fact 

about that which one ought to bear in mind, that 
apparently the railways to-day physically are in very 
good repair, in spite of all this deferred mainten- 
ance; one could not say that they were in a bad 
state of repair; and the number of accidents lias 
not increased. 

2976. That is one of Sir George Beharrell’s points 
Thank vou very much for your attendance here. 



(The Witnesses withdrew.) 



EIGHTH DAY. 

Thursday, 9th December, 1920. 



Present : 

Y\ 

Lord COLWYN (in the Chair). 

- r ttarpy BARNES MP Sir HALFORD MACKINDER, M.P. 

Major HARRY BARNLb, ■ ■ Sffi THOMAS ROBINSON, M.P. 

Mr. WILLIAM GRAHAM, LL.B., M. . Mr w PETER RYLANDS. 

Sir HARDMAN LEVER, Bart., K. . . e tWENTYMAN ( Secretary ). 



Sir Albert Wton, K.B.E. (accompanied by 

2977. You are one of the partners of Price, Water- 
house and Company?— I am the senior partner. 

2978. You have had a good deal to do as a con- 
sulting accountant to the Government?— 1 was 
appointed as consulting accountant on the death of my 
late senior partner, Mr. Gurney Fowler, m April 
1916 He had been previous to that the consulting 
accountant to the Government since the outbreak of 
war in connection with railway agreements. 

2979. You were not originally a party to that hist, 
agreement?— No, personally I was not. 

2980. Would vou like to make any statement be,. oie 

you are examined upon your precis* ?-No ; 1 have 
no statement to make beyond what appears in the 
precis that has already been laid before the Com- 
mittee. 
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Mr. F. V. PI. Seale), called and examined. 

2981. My colleagues will probably ask you some 

questions on that. . . , 

2982 Were you familiar with the original agree- 
ment; were you in any way acting with .Mr. Gurney 
Fowler at the beginning, when the 1914 agieement 
was made? — No, I cannot, say I was. 

2983. You were not consulted ?— He was not con- 
sulted at the outset; it was some weeks after the 

frame-work of the agreement had been comp eted 

before he was consulted, I think rn Septembei, 1914. 

2984 So that you would not be able to give us any 
evidence at all on what was in the minds of the 
Government or the railway companies when the 
letters of August, 1914, were written?— No, I am 
afraid I cannot. 

2985. You say you were appointed in May, 191b ; 
was that directly after Mr. Gurney Fowler s death?— 
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H .® dled at the close of April, and I was appointed 
within a fortnight or something of that kind. 

2986. Had Sir William Plender been acting in any 
capacity with Mr. Gurney Fowler before that date? 
—He had been acting conjointly with Mr. Gurney 
howler ever since Mr. Fowler’s appointment. To 
tlie best of my belief the arrangement was, as 1 have 
set forth m my precis of evidence, that in the case 
ot those railways in which my firm or any partner 
m my film acted as auditors or accountants the 
claims ot those railways were to go to Sir William 
I lender, and that arrangement has been adhered 
to throughout the period of appointment of Mr. 
Gurney Fowler and myself. 

2987. May we have from you a statement of just 
\v lat work you performed in examining the accounts 
ot the railway companies, and what accounts you 
examined. — Certainly. Perhaps you will stop me if 
I am going too much into detail. The process is 
this: the claims of the railways, whether they be 
claims under the general compensation agreement, or 
under the arrears of maintenance arrangement or 
tor interest on additional capital expenditure, are 
toi warded to me accompanied by a letter from the 
Uianman of the- Accountants’ Committee. In that 
etter he either states that he has no comments to 
make oi he makes comments on the claims. The 
c aims are also accompanied by the reports of the 

in “ f 6 n a T -° f tPe com Psnsation claims, and 

m the case of all claims by the reports of the inves-ti- 

bv He Ann a 7 T? l n es that ma y llaV6 b een passed 
Aee h + Ac °°T*f nts ^ ’Committee or the Compensation 
fccouufe S ^- Gomnlltt ee on their inspection of these 
renorH T , ° ,71 reCelpt ° f tllOSe aooou nts with the 
rnv Teri L T ^ ° Ver , to , Mr - Seale, who sits on 

tlmt Mr 1 V 18 C U 7 assi stant. I may say 

that Mi. Seale has passed his life in the audit of 

ailway accounts. He has been our chief of staff in 
legard to railway audits and he has had under his 
tontiol the audit of half the railways in this country 

fhan^O v n doln | r notbin g fse, I am afraid, for more 
tian 30 jeais. Mr. Seale has also an assistant, who 

in the W m 77 r01 ° f the raiIwa y audits, and 

Mr* Q 5 * • 7 1 theSe returns and reports go to 

®® a i e s assistant; he examines all the reports 
of the investigators, any minutes of the committees, 
and also examines the compensation account itself 
with the accounts issued to shareholders, of which 
a copy is also sent to me. He draws up a memo- 
randum of anything that strikes him upon these 
accounts and reports, and eventually hands it to 
Mr. beaie, who goes through this memorandum by 
-is assistant and makes his own memoranda, and so 
sitts the matters which come to me. In the loim- 

;rwr t M mg = o V inpor f !i " oe °° mes to me > 1 ^cuss 

it with Mr Seale, and if necessary with his assis- 
tant and then we enter into correspondence usually 
111 the first instance with the Accountants’ Com- 
mittee; I write to the Chairman and call to his 
attention any points that have occurred to me or I 
write on any points which he himself has drawn to 
my attention. In the course of correspondence we 
dispose of any questions, either by getting the com- 
pany to amend their claims, or by coming to the 
conclusion that the company was right. 

2988. You do not go to the railway companies 
themselves to examine the accounts P—I have only 
been where I thought it necessary. I think there are 
not more than four cases altogether where I thought 
it necessary to make an inquiry myself on the spot ■ 
they were cases of considerable importance. 

2989. ^ So what you rely on is, first the companies’ 
professional auditors, and secondly the examination 
by the Accountants’ Committee, really for the detail ? 
—By the investigators appointed by the Accountants’ 
Committee, and eventually by the Accountants’ Com- 
mittee, yes. I rely that all necessary facts are stated 
there. 

2990. So that if a necessary fact was not stated it 
would not come to your notice? — It would not neces- 
sanry come to my knowledge; it still might. A 
certain number of points have been disclosed by the 
investigation made in my office as a result of in- 
quiries which have originated through an examina- 
tion of the accounts. For instance, one would see 
a considerable increase in General Charges; it may 
be that the investigators had not called attention 



to that; I write to the company and ask for par- 
ticulars at once. It may be that I could not satisfy 
myself as to how the reserves of one year worked 
out into the reserves of the next, with, of course, 
the possibility that revenue that ought to have been 
credited to the Government may have gone to reserve. 
I 11 that case I should put up an inquiry myself, but 
with that kind of exception I rely on the reports of 
the investigators. 

2991. The Committee, I think, are fully aware, 
having regard to the fees that have been paid, that 
you do not conduct a complete audit? — I think T 
should, perhaps, refer to that fee. I think you will 
have gathered from what I have said, that it is a mere 
honorarium, and that the cost to me of the work 
is well over double the fee I receive, and that I 
receive nothing for my own services; but I wish it 
to be understood that I should not regulate my work 
by the amount of fee I receive. Short of an inquiry 
conducted under my own immediate supervision oil 
the spot, I think the investigation is sufficient. 

2992. You do not certify, do you, to the correctness 
of the arrears of maintenance formula? — I have been 
consulted on all occasions when instructions have been 
altered or formulae have been revised. 

2993. But you do not certify the correctness of the 
results? — Oh, yes. Any claim for arrears of main- 
tenance I certify to the Board of Trade — any claims 
that I advise them to pass. 

2994. In the same way as the compensation 
accounts? Just the same, and the interest on capital 
expenditure. 

2995. We understand that the position which you 
occupy may be deemed to date from the 7th December, 
1-914, the letter that was written to Mr . Burney 
Fowler from the Board of Trade? — It was the 7th 
December; yes, that is so. 

2996. I take it that those instructions have not been 
modified in any way and those are the instructions 
on which you have been acting throughout? — That 
is so. 

2997. Since the time that you took over the duties 
about May, 1916? — That is so. 

2998. In this letter of instructions it would appear 
that the Board of Trade were prepared to accept very 
freely the accounts of the railway companies on the 
ground that they are subject to a complete and 
detailed independent audit, and having regard also to 
the position and standing of the companies, and it 
would appear that, acting upon that principle, the 
railway companies were given a very large measure 
of discretion in these matters? — Scarcely discretion. 

2999. You said that all questions were first settled 
by the Accountants’ Sub-Committee ?— They are not 
settled. 

3000. Would they come to you unless there was some 
specific case of appeal or difference? — Oh, yes. A 
great many questions which are raised by the investi- 
gators as distinct from the Accountants’ Committee 
come to me. . These investigators, you realise, are 
subordinates in the offices of the accountants of the 
several railways; they are bound to give answers to 
a schedule of questions which covers a very wide area 
indeed, in fact, covers, I think I may say, all the 
questions that I should myself ask my own staff to 
answer. If the investigators answer those questions 
fairly and freely and have done their work skilllfully, 

I have got all the information I require, broadly 
speaking, to make my own investigation. 

3001. But were there not many cases where a great 
deal turned upon how a particular account is dealt 
with by a railway company? — Oh, yes. 

3002. And whether it was charged to the mainten- 
ance. account or whether it was charged against the 
previously existing fund? — Yes. 

3003. Surely would it not be the case that in a laige 
number of cases of that kind the Government did in 
fact depend upon the integrity, shall we say, of the 
railway companies P— On the honesty of the investi- 
gators. 

3004. But could the investigators detect cases of 
that land?— Oh, I think so. 
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3005. We rather understood from Sir George 
Beharrell that on examining some of the cld figures, 
after the inception of the Ministry of Transport, cases 
were discovered which were open to some exception ? — 
In the course of the investigators’ work prior to the 
inception of the Ministry from time to time points 
did arise which had escaped the investigators of the 
previous year, and were disclosed, but anyone who is 
acquainted with the process of investigation of this 
kind must know that that always must arise. I have 
no doubt if a new eye were to come, it might still find 
something, but so far as I am aware, there has been 
no case in which a disclosure ought to have been made 
where it has been deliberately withheld. 

3006. I do not want to suggest that, and also no 
question of mine is intended to reflect upon your own 
care and the way in which you exercised these func- 
tions which were entrusted to you, but it does seem to 
the Committee at the moment that in view of the 
enormous complexity of railway companies’ accounts, 
unless there were some independent audit of practi- 
cally every charge posted to the maintenance accounts, 
it would be impossible to safeguard the Government 
absolutely against charges being put to an account 
which would tell against the Government? — I must 
say that I have not formed that view. 

3007. You admit that these matters are very com- 
plicated ? — Extremely complicated. 

3008. And you only had up to the time of the 
Ministry of Transport one or two investigators? — Oh, 
no. Every company was investigated by two persons 
appointed by the investigating accountant ; I suppose 
there must have been at least 40 or 50 of those inves- 
tigators. 

3009. Who were the investigating accountants? — 
The investigating accountant is a member of the Ac- 
countants’ Sub-Committee to whom has been allotted 
the duty by his colleagues of investigating a particu- 
lar railway. I will take, for instance, as an illus- 
tration, the London and North Western Railway ac- 
countant; he may be instructed to examine the Cale- 
donian accounts. The London and North Western 
Railway accountant will select two of his chief clerks 
to go down to Edinburgh and examine the accounts 
there, but the two men who investigate at Edinburgh 
on the Caledonian, of course, will not investigate the 
London and North Western in London. There will 
be something like 40 or 50 separate individuals doing 
this work. My view of them is that they are com- 
petent to do it ; I know some of them. I believe 
one or two of them have afterwards been appointed 
on the staff of this department. 

301C. But during that time they were railwaymen 
representing the railway companies? — Undoubtedly — 
if they were honest, and I have not got the slightest 
doubt that they were perfectly honest. 

3011. I put "it in this way: here is an agreement, I 
think you will agree with me, of a somewhat ill-de- 
fin ed character ? — Undoubtedly. 

3012. Requiring construction and interpretation? — 
Yes. 

3013. The construction and interpretation is en- 
trusted to representatives of the railway companies? 
— I think not. 

3014. Is it not, in the Accountants’ Committee? — 
No. All that these investigators and investigating ac- 
countants have to do is to state facts. They are en- 
titled to assist me by their views, and I have found 
the views that I have received from them of the 
highest value in forming my opinion ; but they have 
no right of finally settling any matters of opinion- 
nothing more than facts. I do not know if you have 
had before you the form of the report which the in- 
vestigators have to send in. You will find that all the 
questions relate to mere matters of fact at least, I 
am speaking from memory, and I believe that is so. 
They are not asked to express an opinion that this is 
to be charged to revenue or that to be charged to 
capital — not in the least. They are asked, foi in- 
stance, to give an analysis of the excess, expendituie 
— what is the cause of the excess; that is all. 

3015. Would not a full investigation of such a 
cause involve an immense amount of detail if it was 
to be done adequately? — I should think if there were 
to be a really close detailed audit of all these ac- 
counts, if we were to start as if the railway companies 



had no professional auditors, of course it would be 
very lengthy and very expensive. 

3016. I do not want to press this point; I think you 
see what is in my mind? — I do. 

3017. And I quite see the view you hold. If you 
take such a case as a distinction between repairs 
and renewals as an illustration, supposing the rail- 
way companies held the opinion that there was no 
limit to the amount that they could charge for 
repairs, whereas the amount that they could cliaige 
for renewals was limited, there would be a tendency, 
would there not, for the accountants to give them- 
selves the benefit of the doubt in passing accounts 
for repairs? — If they did so, of course, it would 
benefit the company; one realises that. I suppose 
even accountants are human, and I suppose that 
might have some effect upon their judgment. I do 
not know of a case, but it is possible — distinctly 
possible. 

3018. I am not suggesting it. You will appreciate, 

I am quite sure, the great difficulty in drawing the 
line between a repair and a renewal?— Oh, yes. I 
have had several cases myself in which I have found 
the greatest difficulty, and I hope I have decided 
rightly generally. . 

3019. So I do suggest that that is a type of case, 
and I suggest that there may be others where the 
bias of the railway might induce, them to treat the 
figure in a manner which is beneficial to themselves ? — 
Yes. 

3020. Without any improper motive at all, but 
because that is the natural bias?— Quite. 

3021. And it is the fact, I think, and it was 
admitted in the letter of instruction that the Gov- 
ernment were placing themselves in the hands of the 
railway companies in matters of that kind. They 
say: 11 Having regard to the position and standing 
of the companies, and to this check ” that is, the 
independent auditor— “ the Board are of opinion 
that payment can properly be made upon such 
certificates, subject to a general scrutiny on behalf 
of Bis Majesty’s Government ” ? — Yes. 

3022. You have had the general memorandum of 
agreement, and you are naturally familiar with it?— 
Do you mean the few lines, or the whole memorandum 
of instructions ? 

3023. The few lines?— Yes. 

3024. In this letter to Mr. Gurney Fowler I take 
it that the memorandum that is referred to is the 
Blue Book as a whole?— Yes, the Blue Book, I think. 

3025. And that is the memorandum of instructions 
that was in view? — Yes. 

3026. Although you were not a party at that time, 
were you in any way connected with these trans- 
actions in 1914?— Well, I went down to the Treasury 
with Mr. Gurney Fowler. I was the next m order 
in my partnership., and naturally we discussed these 
things together. 

3027. I take it that this Blue Book was merely 
intended to define a few details on the lines of the 
basis agreement that we have referred to as being 
the short note, dated August 4th. Nothing . in that 
Blue Book, I take it, was intended to conflict with 
the intention of the parties, when they agreed to 
that short memorandum setting out the terms ot 
compensation? — I have never heard it suggested that 
there could be a conflict between the general prin- 
ciples set out in those few lines and the memor- 
andum, or that there was intended to be any conflict. 

3028. The next document that appears to have 
been drawn up on those lines is the Y r ellow Book?— 
Yes. 

3029. The Yellow Book was dated the 25tli January, 

1916?— Yes. „ , , , . 

3030. I think that was just before you took chaige. 

— Yes, just before. 

3031. But I daresay you were familiar with the 
circumstances under which this document was drawn 



up? — By hearsay. 

3032 That document appeared to have been con- 
sidered by the Board of Trade and by Mr. Gurney 
Fowler oil the lines that were indicated m the letter 
of the 7th December : The companies prepared the 
drafts of the instructions and schedules and when 
completed the drafts were submitted to the Govern- 
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ment for criticism by the Board of Trade, who would 
at this stage consult the expert — that is Mr. Fowler, 
I suppose? — Yes. 

3033. “ Selected to scrutinise the accounts by the 
Treasury ”? — Yes. 

3034. Do you conceive that that Yellow Book was 
again merely intended to define matters of detail 
arising out of the original agreement but was not 
intended in any way to modify the principles under- 
lying the agreement itself?— I certainly think so. 

3035. And if there was any suggestion that it did, 
in fact, extend the agreement, would you say that 
the Government at this stage would be entitled to 
review it? — Well, that is such a very deep legal 
question to ask me; I would rather not give an 
opinion upon that. 

3036. But, morally, supposing the question did 
arise? — My view has always been that the agreement 
between the railways and the Government is defined 
in those four or five lines, and that any subsequent 
documents are onlv intended to set out how the de- 
tails are to be dealt with so as. to give effect to those 
proposals. 

3037. So that in your view, setting on one side 
any legal question, it never having been intended 
that it should extend that agreement, the Govern- 
ment would not be morally bound to entertain a 
suggestion that it did, in fact, extend the agreement 
in favour of the railway companies ? — Is my opinion 
of much value on the moral view? 

3038. Yes, it is. — My view is that the companies 
are entitled to a sum equal to the net revenue as 
set forth in their printed accounts of 1913, but 
nothing more and nothing less. 

3039. Now, I will take you to the concrete point, 

as to which there is a little doubt in the minds of the 
Committee. Will you take the Yellow Book in front 
of you; the second Clause is: “Separate claims for 
arrears must be made in respect of Abstract ‘ A ’ and 
mid Abstract ‘ B ’ ”? Yes. 

3040. That appears to be the first time the com- 
panies were expressly instructed, under that memo- 
randum of instructions, to submit separate claims? 
— Are you speaking of claims for arrears of main- 
tenance as distinguished from general compensation ? 

3041. Yes, arrears of maintenance under Abstract 
A and Abstract B? — I think that particular sentence 
in paragraph 2 refers really to the separation of 
claims under Abstract A from claims under Abstract 
B, but, as a matter of fact, it involves the separa- 
tion of claims for arrears of maintenance from the 
general claim for compensation. 

3042. But does it, or does it not, in your opinion, 

involve a set-off between those Abstracts? I would 

much rather you gave me notice of questions of this 
sort, because they want careful consideration, and I 
am not sure that I have, or have not, made up my 
mind on the subject. 

3043. So much depends, it seems to me, upon what 
is the intention of the parties at this time. Pre- 
viously no reference to set-off is ever made; I think 
that is clear. Previously there was no suggestion in 
the correspondence that there should not be a set-off, 
or that there should be a set-off, between these two 
Abstracts? — Is that so? 

3044. In all the previous correspondence reference 
is continually made to arrears of maintenance as a 
whole, and the principle appeared to be accepted 
that the cost of maintenance in 1913 should be 
regarded as the normal standard maintenance in the 
aggregate, and there was no suggestion that the two 
Abstracts should be dealt with separately ? — Quite. 

3045. I take it at that time no one contemplated 
any excess on either of them? — I should think not at 
that time, but I am not sure, of course. 

3046. I suggest to you that if you had been the 
accountant who was absolutely responsible for the 
Yellow Book you might have given no consideration 
to this question, because both were expected to be in 
arrears? — Because the probability of expenditure 
under either Abstract being in excess seemed at that 
time remote, 



3047. Most remote. In one sense in confirmation 
of that, there was a letter from the Treasury in 1917 
which clearly indicated that the impression of the 
Treasury was that the two Abstracts were to be taken 
together. It is rather an important clause. Will you 
turn to document 52, Section 2: “The arrears of 
repairs and renewals of rolling stock and permanent 
way accruing due in any year are represented by the 
difference betioeen the agreed pre-war standard figure, 
adjusted for any extension of mileage, etc., less the 
cost at pre-war prices of the works actually carried 
out in the year and charged to working expenses.” 
So that in the minds of the Treasury, at all events, 
there was a set-off between the two abstracts?— That 
may be ; I am not sure how far one can press that. 

5048. Sir Herbert Walker seemed to think that, 
because in a letter which he wrote on the 30th August 
in reply, he points out: “ What is more important is 
that the paragraphs make no reference to the fact 
that separate claims for arrears have to be made by 
each company in respect of permanent way and 
rolling stock ( Abstracts “ A ” and “ B ” of the rail- 
way companies' accounts), and that there is no set-off 
as betioeen the two Abstracts.” That is at the bottom 
of page 50 under the heading “ Arrears of Mainten- 
ance.” It makes no reference to the fact that 
separate claims for arrears have to be made by each 
company. Two separate claims had to be made, but 
that does not affect, I suggest, the question of set-off, 
and Sir Herbert goes on: “-and that there is no set- 
off as betioeen the two Abstracts.” — I have never 
understood that these memoranda and formulae had 
the effect of an agreement or of law. 

3049. And when you examined them I take it that 
you did not approach them in that way? — I approached 
them to safeguard the Government so far as I could, 
and I could not have made my examination more 
carefully if I had thought that they were going to 
have the effect of an agreement. At the same time 
I do not think that they have the effect of an agree- 
ment; I cannot conceive that they do. 

3050. I was going to suggest that if you had felt 
that that responsibility was on your shoulders you 
would have always submitted them to legal opinion ? — 
That may be so. Excuse me a moment — I should like 
to correct that last answer. That is scarcely accurate. 
I could not have submitted them to legal opinion ; of 
course the Board of Trade would have done that. I 
was only asked for my views as consulting accountant. 

3051. Before going on to the Green Book, might 
the Committee ask how far did you feel yourself in a 
position to commit the Government with anything 
else except matters of interpretation? — I committed 
the Government when I sent to the Board of Trade 
a certified statement of an account due to a par- 
ticular railway; even there you might say that 
technically I have not committed the Government, 
because if the Board of Trade had chosen to with- 
hold payment they could. I have never given a 
certificate to any railway company as a matter of 
fact. 

3052. Supposing that you have given a certificate 
for payment to the railway companies to which, on 
the legal interpretation, there were not entitled, 
would you conceive that that would bind the Gov- 
ernment to your incorrect legal interpretation? — I 
am not sure of that. 

3053. I should rather like to know how high the 
railway companies could claim. Could they claim, 
because you passed an interpretation of the agree- 
ment which legally could not have been supported, 
that the fact that you had passed it enabled the 
railway companies to claim that they had estab- 
lished a legal position ?. — I think they would say that 
they had. 

3054. Do you think that they would be entitled to 
say that? — I think they would. I am inclined to 
think that they would, otherwise there is absolutely 
no finality. 

3055. But if we take the Green Book at page 72 — 
that is the next book that followed the Yellow 
Book ?— Yes, 
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3056. That book was issued with your own personal 
authority? — I think it was, yes. 

3057. But the correspondence which preceded the 
issue of the Green Book would indicate that it does 
not seem to have come before you? — I think this did. 
There were various issues of the arrears of main- 
tenance instructions and formulse; I think they all 
came before me, and one was the subject of discus- 
sion and consideration at some length; I think it was 
the 1916 one. 

3058. The Green Book? — I think so. My recollec- 
tion is that that did come before me. There were 
two or three points raised upon it, and there was 
some brief correspondence with the Board of Trade 
upon the subject, and eventually the instructions 
were approved for issue. 

. 3059. Can you speak positively upon this point, 
because we have not got any documents in the 
correspondence that seem to bear upon it at all? — 
Yes, I can speak positively on this point. Those 
draft instructions were placed before me, were dis- 
eussed, and eventually approved. 

3060. The point to which I wish to draw your 
attention is, that in regard to this set-off between 
the Abstracts as I pointed out to you in the Yellow 
Book, there is no statement upon the question at all ; 
it merely says that separate claims have got to be 
made for arrears? — Yes. 

. 3061. No reference is made to the position with 
regard to an excess? — No. 

3062. But in the Green Book, if you will look at 
page 75, under “ Submission of final claims,” you 
will see, in the last four lines of Section 14 : 
“ Similarly, those companies who show an excess of 
work in cither Abstract for the year 1916 will be 
required to refund the amount of such excess, with 
the proviso that the amount so refunded shall not 
exceed the amount received by the com,pany in respect 
of that Abstract.” That seems completely to pre- 
clude the set-off in express terms? — I think it does. 

3063. Would you say how great authority we can 
impose upon this Book? If it is in fact contrary 
to the principle embodied in the original agreement 
and accords to the companies more that was con- 
templated, do you conceive that the Government are 
legally or morally bound by it? — Neither. Most cer- 
tainly not morally, unless the particular point which 
you are bringing out now was discussed with some- 
body on behalf of the Government and definitely 
approved on behalf of the Government; then I think 
probably they would be morally bound. If the effect 
of this change of method was made clear to both 
parties at the time- 1 think that would be so. 

3064. It appears to the Committee that the great 
weakness about these Books is that they were drawn 
up, and allowed to be drawn up, by the railway 
companies themselves? — Yes. 

3065. And the Government had to depend on a 
critical examination and an appreciation of the legal 
meaning of every word that is inserted? — If they' 
are to be treated as a legal document. I have said 
I cannot conceive that they are legal documents ; 
these are merely forms prepared with the object of 
carrying out the terms of the agreement, which, as 
you know, are expressed very briefly. I cannot con- 
ceive that if there is a conflict between these forms 
and the principles of the agreement that these forms 
will prevail. 

3066. And you have no recollection of this par- 
ticular point being discussed at all? — No. 

3067. Is it quite a new point to you, or has it been 
brought to your mind? — Yes, it has been brought to 
my r mind from time to time but not at this particular 
moment. 

3068. It might be rather helpful to the Committee 
if you, as an Accountant, would give us your general 
opinion of this question of set-off, whether the 
railway companies are entitled to it under the spirit 
of the agreement, or whether it would be more equit- 
able that they should be bound to their 1913, standard 
adjusted at later prices? — I am bound to say that T 
should like to hear the view's of the railway' com- 
panies upon that subject before I. gave any final 
opinion. My feeling at the moment is that the 
principle of the agreement would be more fairly met 
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by’ a set-off being permitted ; if there is an excess 
outlay on permanent way that that should be set-off 
against an arrear on rolling stock. 

3069. May we turn now to an entirely different 

subject, and that is the circumstances of the Treasury' 
letter of the 26th June, 1917? In the year 1915 the 
question was raised by the railway companies in le- 
gat'd to arrears of maintenance; you remember that. 
— Yes. .. 

3070. And negotiations took place between the rail- 

way companies and the Board of Trade and the 
Treasury as to how these arrears were to be dealt 
with, and as a result of representations from the 
railway companies an agreement was reached under 
which up to the end of December, 1915, the railway 
companies were to be entitled to the arrears of main- 
tenance, plus 12i per cent, in final settlement?-! 
was not the Accountant at the time, but I cannot say 
that my recollection is that there was to be > 12j per 
cent, paid to the railways in final settlement ot any 
increased cost in carrying out unexecuted arrears; 
I have no recollection of that. _ 

3071. I do not think there is any question about 
it- it appears in the correspondence starting from 
na'ge 38. Mr. Gurney Fowler was instructed to 
examine the figures and say what would be a reason- 
able figure, and he reported that both for Abstract 
« A ” and Abstract “ B,” which he dealt with sepa- 
rately, the amount should be 12J per cent. It was 
in response to a memorandum of the Railway 
Executive, document No. 42. Will you look at 
page 43, the final letter of approval from the 
Treasury: “ They are prepared to allow the Hallway 
Executive Committee to include an amount calcu- 
lated to represent arrears of renewal and mainte- 
nance of permanent way, signals, telegraphs, &c., 
in their monthly statements of the deficiency in the 
net receipts of the railway companies under control. 
My Lords agree to the addition as suggested of an 
amount of 121 per cent, up to the end of the present 
year arrived at by the method of calculation set out 
in the memorandum accompanying the letter under 
reply.” I do not think there is any question that 
was agreed upon, and in consideration of that the 
Treasury in that letter agreed to make actual cash 
payments in respect of these arrears ; do you recall 
that?— Of course this was before my time, I am sorry 

to say. • , 

3072. It is rather leading up to the question that 
I want to put to you, just to clear the ground. That 
was the position, 'at all events, up to 1915, that on 
the one hand the Treasury agreed to pay In cash the 
amount of the arrears calculated in this way , and 
on the other hand the railway companies agreed that 
it should be fixed at 12J per cent, upon 1913 as a 
final figure up to the 31st December, 1915. Yes. I 
do not know if the one was consideration for the 
other, but it appears that those two things were 
fixed at the same time. 

3073. And it is open to the suggestion that they 
were part of the same bargain? — Yes. 

3074. In 1917 the railway companies raised the 
question as to what would be an appropriate per- 
centage for the year 1916? — Yes. 

3075. As the result of a discussion— in which I 
think you took part — ? — Yes. 

3076. It was agreed to re-open the whole ques- 
tion? — Yes. 

3077. And to take a figure of 15 per cent, provi- 
sionally? — Merely provisionally. 

3078'. Subject to review at the end of the period? 
—Yes. 

3079. And subsequently it was agreed that that 
should extend back to the commencement of control? 
—Yes. 

3080. Re-opening the whole of the previous settle- 
ment? — Yes, re-opening the bargain, owing, of 
course, to the rapid increase of costs, and the pro- 
longation of the War. 

3081. In the Treasury letter on page 48 in which 
the Treasury are acceding to this request they write 
in Clause 6 : “ For obvious reasons My Lords would 
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have preferred to make no further payments on 
account, deferring settlement until the companies 
were themselves called upon to defray the expen- 
diture. The companies have no alternative but to 
invest the money paid to them on account; and the 
interest on such investments is credited to a 
General Interest Account below-th e-line and not to 
revenue, so as to reduce the compensation payable 
under the guarantee.” It would appear from that 
letter that the Treasury were of opinion that re- 
opening the percentage justified them in re-opening 
the question of whether they paid in cash? — Yes, 
that may be so; certainly, when I was appointed, 
that was one of the points that occurred to me 
naturally, and I discussed and mentioned it to the 
Board of Trade. 

3082. So that supposing, one might say, that the 
bargain was that each was consideration for the 
other, and the Treasury were right in their apparent 
view that they were entitled to re-open that question, 
I would like you to tell the Committee what is your 
opinion now in regard to this question of cash pay- 
ment on the assumption that there is no binding 
agreement governing this question at all and its 
subsequent effect?— On the face of it the bargain 
seems an illogical one to pay the railway companies 
down for arrears of maintenance that they are not 
going to execute for some time to come, with the 
effect of course of giving the railway companies 
something more than the compensation for which 
they originally bargained. I believe the railway com- 
panies have some kind of arguments which they use 
as off-setting the apparent inequity of that arrange- 
ment, but I would rather not be the mouthpiece of 
them. As it stands the arrangement is not a good 
bargain. 

3083. But we would like to know your view as 
the Government Accountant. We, the Committee, 
are very anxious to be absolutely fair, and we want 
all the guidance that you can give us. I am dis- 
posed to suggest to you that at the time this 
Treasury letter was written the Treasury had before 
them the accounts of the railway companies up to 
the end of the previous year?— They would not have, 
of course, the final account; all that the Treasury 
would have would be the provisional payments on 
account up to the end of 1916. The 1916 accounts 
would not be known until well on in 1917. 

3084. At all events, it appears to be a fact that 
up to that period the receipts below-the-line were 
practically identical with the receipts below-the- 
line in 1913? — I should think there would be no great 
change, speaking from memory. 

3085. I have the figures; it was the case. Might 
it be that when the Treasury were considering whether 
they would continue to make these payments their 
minds would be affected by the fact that there was 
no increase in the below-the-line receipts which showed 
that the railway companies had actually required 
the money to carry on their business? — That may be 
so. 

3086. If that were so I suggest that that was a 
reasonable consideration and would carry a great 
deal of weight? — I fully agree. 

3087. And if, in subsequent years, the receipts 
below-the-line grew very substantially that considera- 
tion would be materially changed? — It would. 

3088. Would it justify the change in view on the 
part of the Treasury? — Unless this were a bargain 
entered into at the time with the knowledge of what 
the result would be. 

3089. You are not a lawyer you have told us, but 
do you suggest there is anything in this letter of the 
I reasury which would support the view that a bargain 
was made on this point?— It was an undertaking on 
the part of the Treasury. I see that the Secretary 
or the Treasury, who writes, clearly understands 
wliat the effect of this arrangement will be — that it 
wdl enable the company to invest the money and to 
gam additional interest for themselves. It says : 

and the interest on such investments is credited to 
a General Interest Account below-the-line and not 
to revenue.” 

3090. Look at Clause 8 on the top of page 49: 

“ After full consideration My Lords feel it i could be 
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inequitable, if not indeed impolitic ” — deary impoli- 
tic, because the railway companies were short of 
money — “ to cease making payments on account of 
arrears.” Surely the words at the present time may 
be important there, and the word “ cease ” does 
not mean to go on indefinitely if conditions were 
changed? — I find a difficulty in interpreting a letter 
of this sort. 

3091. You are asking ys to put this so high as to 
suggest that it is a binding agreement, whatever the 
change of circumstances, and the Government are 
either legally or morally bound to make these pay- 
ments? — Oh, dear me, I hope I never said so. 

3092. I just wanted to get it quite clear. I want to 
know this : do you think then that the Treasury would 
be quite morally justified in withholding any further 
payments to-day having regard to the large income 
the railway companies are enjoying below-the-line? — 
I must say I do, unless the railway companies can put 
forward and substantiate some countervailing claim. 

3093. And you certainly then are not prepared to 
put this so high as to say that it is a bargain which 
is binding upon the Government? — To extend for all 
time so long as control extends? 

3094. Yes? — I have never regarded it so. As I say, 
I am not a lawyer, but I most certainly have not re- 
garded it so. There have been occasions on which, 
as you say, some arrangements have appeared to be 
working unfairly for the companies, and they have 
been modified, and the same may be necessary on the 
part of the Government. 

3095. There is no modification shown after that 
period? — No. 

3096. So therefore your answer would be as given— 
because there is no modification ? — What I meant was 
this, that there was a modification of the arrange- 
ment made at the request of the railway companies 
in order to meet what appeared to be an inequity 
arising from the fact that 121 per cent, had ceased to 
be a reasonable percentage to add for increased cost, 
and if the Government undertook to accede to the 
request of the railway companies and modify the ar- 
rangement I think it may well be that the Government 
on their part might say: “This arrangement has 
ceased to be an equitable one, and we call for re- 
vision.” 

3097. Are you prepared to express an opinion on 
the attitude of the Treasury at that time as to 
whether it might not have been more reasonable to 
have stopped making those payments on account of 
arrears? — I do not exactly understand the question 
as to what was the attitude of the Treasury towards 
the payment of these arrears. 

3098. What is your view in regard to the attitude of 
the Treasury in agreeing to continue paying on ac- 
count of arrears in cash; do you yourself think, having 
regard to all the circumstances, that it would have 
been wiser to have ceased paying, or do you think in 
all the circumstances they were justified in continu- 
ing? — I am not sure that I have the whole of the facts 
before me, because I cannot but assume that the 
Treasury must have had some reason for continuing to 
make payments to the railway companies when they 
knew that those moneys would not, and could not, be 
expended for some time. 

3099. You mean on the face of it, it was a conces- 
sion to the company to pay them any arrears at all ? — 
On the face of it, it was a confession to the companies. 
If I h«jd known I was going to be questioned on this 
particular point I would have looked up my corres- 
pondence, because I have a feeling that there is some- 
thing on. the correspondence with the Board of Trade 
on this subject. Of course, I admit it surprised me 
when my appointment took place to find that amongst 
the arrangements was a' payment on account ; that the 
Treasury were to make payments on account of work 
which would not be executed for some considerable 
time. 

3100. But the original agreement had something to 
be said for it in this respect, that on the one hand it 
was final, and on the other hand the railway com- 
panies did require more capital to carry on their 
enterprise ? — Yes. 

3101. , I would refer you finally to Clause 7 cf this 
letter in which Their Lordships set out the grounds 
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upon which they consider the continuance of this pay- 
ment is reasonable: “Further, some appreciable 

period must necessarily elapse between the time that 
the companies actually meet their current payments 
for working expenses or special works for Government 
'Departments and the time they receive repayment ( in 
the monthly advance of compensation or otherwise ); 
and the cost of providing working capital during that 
interval is not chargeable against the Exchequer .” — 
Yes, that is the ground on which the railways held 
that they were entitled to payments of this hind in 
advance. 

3102. And as soon as they had ample working 
capital that ground ceased to exist? — That ground, 
at all events, ceases to he there. 

3103. Following that up, did you feel called upon 
to make any remark when you found that the money 
was not being used, and that the railways had plenty 
of money; did you feel called upon to make any 
remark upon that money still being continued? — It 
had been discussed at the very early stages, and it was 
so notorious that I cannot recall having mentioned 
the circumstance at all officially. 

3104. In one particular case of the same principle, 
the case of uncreosoted sleepers, it does appear to have 
been your view that the Government should not make 
current payments on account of any liability? I 
have some recollection of that ; is that in the printed 
documents ? 

3105. That is at pages 128 and 129. I do not know 

that it is very clearly stated, but I formed the im- 
pression on reading it that you held the view that it 
would be an unreasonable concession to make to the 
companies to pay them currently even if the liability 
was admitted. . 

3106. The Treasury refused it, after consulting Sir 
Albert, no doubt on his advice. 

3107. Now, turning to the Pink Book, that is 
page 89, could you tell the Committee what were the 
steps, to your knowledge, that led to the construction 
of the Pink Book; how did it come about that these 
matters were brought up for concrete discussion and 
settlement— on whose initiative ?— On the initiative, 

I have no doubt at all, of the Railway Executive. 

3108. Possibly the most important question arising 
on this Pink Book is under section 2, in the question 
relating to stores. Could you tell the Committee how 
that specific question was raised, and the general 
grounds upon which the concession was sought?— 1 
have no recollection as to how the question was raised, 
but I have never regarded it before as a concession. 

3109. You are not able to help us, at all events, on 
the negotiations which led up to it? As to the 
history? I know this, that the draft instructions 
were laid before me, and, to the best of my recollec- 
tion, I had a conference with the Accountants Com- 
mittee before this Book was approved for issue. 

3110. You say instructions, but it appears rather 
different? — It is now in the form of supplementary 
clauses to the agreement. 

3111. Were they drawn up by the Railway Execu- 

tive in the same way that they drew up the memor- 
andum? They were drawn up by the Railway Execu- 

tive, to the best of my recollection. 

3112 And they were considered by you? — Yes. 

3113. I suppose this letter of the 12tli August from 
the Treasury to the Board of Trade ref ers to the Pink 
Book, document No. 72: “I am directed by the 

Lords Commissioners of His Majesty’s Treasury to 
state that, as you are aware, they have been m 
communication with the Hailway Executive Com- 
mittee and your Department with a view to securing 
a more specific interpretation of certain unsettled 
points in connection with the Hailway Agreement. 
Jt is now necessary to submit the new proposals to 
the Hailway Executive Committee for their concur- 
rence, and My Lords have thought it most convenient 
to set them out in the form of a draft letter, which 
they suggest might, if the Hoard of Trade concur, 
be addressed by the President to the Acting Chair- 
man of the Committee.” The wording of that clause 
sounds as though the Treasury were responsible for 
drawing it up? I may have been misinformed there. 
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A document of this sort would only reach me at a 

late stage. , 

3114. Do you say then that the negotiations did 
not start with an exchange of views between your- 
self and the Executive?— That is my recollection— 
that they did not so start. 

3115. Do you remember when it first came before 
you?— No. I am afraid I cannot charge my memory 
at this distance of time; it must be three years 
ago, must it not? 

3116. It is rather important to know exactly how 
this document originated, and who was responsible 
for its construction? — I, most certainly, was not; 1 
can say that. 

3117. Yon appreciate that we are very anxious to 
know what degree of authority this document 
possesses? — No doubt. 

3118. Whether it has the same sort of authority 
that was possessed by the coloured hooks which, m 
your view, must not be put too high. — That is so. 

3119. Or whether it is a formal agreement. If we 
are unable to pursue that any further, would it be 
possible for you to try and help us at our next 
sitting on this point? — Yes, as to the inception of 
this document, whatever it may be. (Mr. Seale): 

I think the arrangements connected with the stores 
accounts were discussed by the Treasury with Mi. 
Gurney Fowler and Sir William Plender in the first 
instance; I have that recollection. ( Sir Albert 

Wyon ) : I will, if you please, look up such memor- 
anda and correspondence as I have and be prepared 
to give you any information I can.* 

3120. The Secretary is just putting down one or 

two points which you might consider, because you are 
naturally at a little disadvantage coming without the 
knowledge of what questions are going to be addressed 
to you. We will let you know some of the things 
which you could look into, and then he ready at the 
next meeting to deal with them. _ . 

3121. Of course, this stores question is divided into 
two ; one is the circumstances which resulted in the 
agreement, and the other is this problem itself. 

°3122. I know the point. I want Sir Albert to 
have all the sources of information that lie in his 
power before he comes under examination. — 
(Witness) : If I find I cannot answer definitely, if you 
please, I will say so. . . . , , 

3123. I was wondering whether, in view of the tact 
that Sir Albert is coming hack, it might not be 
possible to have about ten minutes left for general 
questions to be asked in case they elicit any otnei 
matters as to which he could acquaint himself before 
coming again. 

3124. Y'es, there will be time for that. 

3125. Apart from the circumstances which led up 

to this agreement the Comniittee would like to have 
some expression of your view on this clause itself, 
whether you think it a reasonable clause, or whether 
you think that under all the circumstances it is a 
concession of greater moment than the railway com- 
panies should enjoy? — Which clause? ,,, . . , 

3126. Clause 2, the subject of stores. In effect it 

is that at the end of control the railway companies 
will he allowed to have their pre-war stores at pre- 
war value, and any difference m cost must .be de- 
frayed by the Government. It is suggested that the 
amount involved will be about £20,000,000? Or, to 
put the arrangement m other words, the Govern- 
ment is expected to pay at the current rates for ah 
stores that have been used by the railway companies 
during the period of control. , , , 

3127 And leave them the stores that they had at 
the start?— Exactly as if the Government had taken 
over the railway and bought their own stocks of 
stores as they wanted them from time to time. 

3128. Would you tell us what your view is upon 
that question? — I am bound to say that that seems 
to he a reasonable arrangement. 

3129. This agreement is a compensation for matteis 
arising out of control?— Yes. 

3130. In the ordinary course of trading, the rail- 
way companies’ practice, as we understand it,_ is o 
charge their stores account with the cost puce ol 
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the stores and re-issue them at the average price? 

That is so. 

3131. And consequently the stores are always being 
turned over and the corresponding expense merged 
>n the general cost of working? — Yes. 

3132. And covered by the rates? — Quite. 

3133. Surely, if the Government agree that rates 
shall be adjusted to meet the cost of stores or any 
other working expenses on the level existing from 
time to time, that rate will give them a rate that will 
recoup them for the cost of stores at the time of 
issue? — Yes. 

3134. And to give them the stores on the basis of 
1913 prices is surely making them a present of 
£20,000,000 ? — It seenK to me that if the State takes 
control of an undertaking they are bound, when con- 
trol comes to an end, to hand that undertaking back 
in the condition in which they took it over. If a 
railway company has 1,000 tons of coal, I should 
have thought that when the railway was handed back 
to the^ company 1,000 tons of similar coal should be 
handed back to the railway company. That sounds 
to me reasonable ; I have never heard the contrary 
proposition put, and there may be a contrary case 
for all I know. 

3135. Just to diverge for a moment, I believe a 
number of Accountants were requested by the 
Minister of Munitions to report upon this question of 
stock values for the purpose of general trade and for 
controlled establishments; do you remember that? 
Sir William Plender, I think, and several very 
eminent Accountants, attach their signature to a 
document? — To what is called the White Paper. 

3136. Yes? — Was this for Inland Revenue pur- 
poses ? 

3137. No. It was the first White Paper upon the 
subject of stores in which the Ministry of Munitions 
was advised by many eminent accountants that the 
proper way, and the only justifiable way from an 
accounting point of view of calculating stores, was the 
cost or market price. — Yes. 

3138. You remember that? — Yes. 

3139. And that consequently controlled establish- 
ments were ordered in the first instance to return 
their stores at cost or market price? — Yes. 

3140. And a concession was only granted to such 
industries as could show that it was their regular 
practice before the war to work upon the principle 
of base stocks? — Yes. 

3141. That seems to be very high authority for that 
principle, does it not? — I should have thought that 
this is scarcely an analogous case. In the case of the 
controlled establishments what was required was to 
state the profits of an individual who was carrying 
on his own business. Here is a case of an undertaking 
just handed over to somebody to make what use he 
pleases of it. 

3142. But in the case of the controlled establish- 
ments you remember the Government took the whole 
of their excess profits? — 80 per cent. 

3143. No, not 80 per cent. ; the whole of the excess. 
— 80 per cent, of the excess. 

3144. No, with all respect. — I beg your pardon; I 
dare say you have it more in mind. 

3145. I am afraid I know in my case what it meant. 
Controlled establishments were allowed to retain 20 
per cent, on their base, but they were not allowed to 
retain 20 per cent, of their excess profits? — No, they 
were allowed 20 per cent, on the standard. 

3146. That is to say, everything over 20 per cent. — 
the whole of it — went? — Yes. 

3147. In this case of the railway companies the 
whole of the excess is taken. The only difference is 
that the railway companies did not specifically enjoy 
20 per cent, on the base? — I have never considered the 
one arrangement as at all analogous to the other ; of 
course the circumstances are so different. 

3148. I am only putting it that certain eminent 
accountants in connection with controlled establish- 
ments, at all events, regarded cost, or market price, 
as the correct method of valuing stocks? — Yes, for 
that particular purpose — valuing one’s own stocks, in 
order to ascertain one’s own profit or loss. 



3149. The only difference that I suggest to you there 
can be is because the price which the trader would 
charge was uncontrolled, whereas the price which the 
railway companies could charge was rigorously con- 
trolled by the State. — I have never heard the two 
arrangements compared. 

3150. If you please. Now let me put it in another 
way. When the war broke out, and at the time this 
Pink Book was drawn up, railway rates were governed 
by an Act of Parliament? — Yes. 

3151. And could not be increased? — No. 

3152. As long as the railway rates could not be 
increased the amount of the revenue of the railway 
companies was controlled by a power independent of 
themselves? — Yes. 

3153. They could not increase them? No. 

3154. I suggest to you, that under those circum- 
stances it was not unreasonable that the Government 
should say to the railway companies that they should 
take their stocks at pre-war values as the conditions 
on both sides would be unchanged, their powers of 
charging rates on the one hand, and the stocks upon 
which they based their cost on the other ; I suggest 
that was reasonable? — I suggest that whatever 
the reasons were the arrangement was at the time 
a reasonable one. 

3155. At the time when rates were fixed ?_Well, 
rates were fixed at that time. Of course, if Parlia- 
ment, in authorising the railways to increase their 
rates, chose to take into account the fact that for 
a year or two years they would be working on very 
cheap stocks, no doubt they could do so. 

3156. But supposing that Parliament did not take 
that into account, and fixed the rates on the basis of 
cost or market price of stocks, that argument would 
not apply? — No doubt. 

3157. And that consequently the conditions to-day 
are entirely different from those obtaining when this 
Pink Book was drawn up? — I understand that the 
Ministry of Transport has the power to revise rates. 

3158. Well, they have already! been revised, have 
they not? — I believe so. 

3159. It was intended, I do not know how success- 
fully, that the present rates should bo sufficient to 
defray existing costs? — Yes. 

3160. And an element of that cost is the value of 
the stores ? — Undoubtedly. 

3161. Would you agree with me then, that having 
regard to the fact of the essential change in the con- 
ditions, this stores arrangement, reasonable as it was 
tuen, has ceased to be reasonable to-day? — If the 
''ates as fixed by the Ministry have taken that into 
account, and the railways admit that it is so taken 
into account, it woud be reasonable to revise this stores 
arrangement. 

3162. You would not like to suggest seriously that, 
when the Ministry was constructing these rates 
early in this year, they had anything in their minds 
as regards the value of the stores on the 21st August, 
1921 ? — I have not the slightest idea, but if the point 
has occurred to you I should have thought it would 
have occurred to them. 

3163. It would be 18 months after the date when 
the rate was fixed? — They may be in a position to 
revise the rates again a year hence. 

3164. We are assured that they will revise them, if 
it is necessary ? — And take those particular circum- 
stances - , no doubt, into account. 

3165. But it they did not take them into account, 
and they adjusted their rates upon the cost of 
running, would you agree that the stores arrangement 
ought to be revised? — I would prefer that the store* 
arrangement should stand, and that any revision that 
•took place should be in the rates, because this arrange- 
ment seems to me to give effect to what is the position 
between the Government and the railway companies, 
that the Government is bound to hand back the 
undertaking to the company, when it does hand it 
back, in the condition in which it found it, or give 
compensation for any diminished value. 

3166. Just to put that thought in another way, I 
would suggest that you are disposed to give great 
weight to this stores arrangement, because it is 
embodied in a document, which certainly carries 



MINUTES OF EVIDENCE. 



135 



9 December , 1920.] 



Sib Albert Wyon, K.B.E. 



[■ Continued . 



with it a high degree of formality? — I am disposed 
to give weight to the arrangement, because it seems 
to me a fair and reasonable one. 

3167. But if the conditions were so changed that 
it ceased to be fair and reasonable, and you have 
agreed' that such conditions might be present, why 
should it stand?— I think that any change in con- 
ditions voluntarily made ought to take into account 
this arrangement, but the arrangement, as I have said 
in my precis of evidence, seems to arise out of the 
general principles of the compensation agreement, 
and I should be unwilling to see any interference 
with those principles. 

3168. You suggest that it would be better that 
the Minister should fix rates, ruling from and after 
the 15th August next year, taking into account the 
reduced cost of working arising from the stores 
calculated on the 1913 prices? — It seems to me, with- 
out very full consideration of the subject, that that 
would be a proper thing to do. 

3169. And when those stores are exhausted the rates 
should be correspondingly advanced? — That also seems 
a proper thing to do. 

3170. Would it not be more convenient to make one 
bite at it and fix the rates at the ultimate figure 
and wipe out the stores agreement? — Well, if it is 
perfectly clearly understood by the parties that this 
is only a rough and ready arrangement, and does 
not really involve a departure from the principles 
of the agreement. 

3171. I quite agree. — I think it is most important 
that the principles of the agreement should be borne 
in mind, and that any erroneous interpretation of 
them should be deemed to be capable of adjustment. 

3172. Thank you; you have come with me as far 
as I could ask you to come. I do not know whether 
my colleagues share my view, but I am of that 
opinion. I think you are in agreement with me, if 
it could be accepted as a method of settling this 
problem, that the new rates should be fixed, taking 
into account the full cost and the higher cost of stores, 
then it would be reasonable that this stores agreement 
should go, but it should be quite clearly undesrtood 
that that is a circumstance that is being taken into 
account? — I agree. 

3173. With regard to the stores, when the com- 
panies were guaranteed the net earnings the capital 
that was necessary to provide those net earnings in- 
cluded stores? — Yes. 

3174. Assuming you had £10,000,000 worth of 
stores, your revenue, that you got, paid for the 
interest on that capital? — Yes. 

3175. Why do you think it fair that the railway 
companies at the end of the period of conti ol, if 
prices have advanced, should get those stores as at 
August, 1914? Is not the advance in price a col- 
lateral effect of the war, nothing to do with the 
railway agreement? — Yes, but I understand the 
agreement has, so far as the railway companies are 
concerned, for the time being blotted out the effects 
of the war entirely. Their undertakings were taken 
from them on the 4th August and controlled by the 
State, and will be handed back at some subsequent 
date. Everything that has taken place in the interim 
is for account of the Government; that is what I 
have understood the agreement to mean ; it seems 
to me a clear one, 

3176. Do you carry it further than that and say 
that the railways are entitled to be paid for the col- 
lateral result of the war ? — I do not quite follow what 
is the implication. I understand the effect of theagree- 
ment to be, that during the period covered by control 
the companies on the one hand are to be deprived of 
any benefit they might have derived from carrying on 
their business, and on the other hand are to be re- 
lived from any loss arising out of the carrying on of 
that business, either normally or due to the circum- 
stances of the time. 

3177. When you say “ the principles of the agree- 
ment ” you are always thinking of the agreement 
guaranteeing the 1913 net receipts? — Yes. 

3178. Have you ever considered whether that agree- 
ment was an agreement within the four corners of the 
1871 Statute?— No, I must say I have not. 
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3179. I was just going to indicate what I will ex- 
amine on when Sir Albert eomes back again, if I mig it 
do that. 

(To the Witness ): I propose when you come again 
to examine you on the general question of audit, and 
also on the circumstances under which these various 
Books were framed, and with regard to any bettei- 
ment changes from the point of view of the railway 
company that were made from time to time as they 
went along. Then we have had certain interpreta- 
tions of the agreement put before us, which are re- 
garded as being adverse to the Government, and of 
which the Secretary will probably acquaint you, ana 
I propose to ask you your view on those interpreta- 
tions, so that my examination will be generally on 
what is in the documents, but there is one specific 
point which is not raised on any document here, that 
I want to ask you on, and perhaps you would acquaint 
yourself between now and the time when you come 
back with the circumstances. In the Estimates that 
were presented to the House in the early part of 1919 
there was a sum of £40,000,000 intimated as being the 
possible claim for abnormal wear and tear, and on the 
White Paper that was submitted to the House, if my 
recollection serves me rightly, that estimate was pre- 
sented, I will not say as having been endorsed by you 
at all, but as having come through you? — Yes. 

3180. I shall want to ask you particularly with re- 
gard to the whole circumstances surrounding that? — 

Y GS . 

3181. I think I have nothing further that I want 
to say to you. 

3182. You are of opinion, arising out of a question 
that has already been asked, that a gale which blows 
down all the telegraph wires and telegraph pales 
during control, which did not happen during the basis 
year, is a' proper charge against the Government? — I 
have a recollection that that particular subject was 
one of the earliest with which I had to deal. To the 
best of my knowledge that has not yet been settled, 
but my own view was that expenditure on making 
good losses which arose from natural conditions was 
not expenditure on making good abnormal wear and 
tear; that was my view. 

3183. So would you rather qualify your previous 
answer, I think? — Will you tell me in what respect 
the answer which I gave to you conflicts with that 
which I gave previously. 

3184. I do not say conflicts, but I rather gathered 
that you made a somewhat wide statement, that all 
expenses during control, whether owing to control 
or arising out of the war, or whatever they were, 
were all charges against the Government? — Yes, and 
I would say precisely the same with regard to this par- 
ticular expenditure we are thinking of now. 

3185. Telegraph poles? — Yes. 

3186. You think that ought to be charged?— It 
would be charged in the revenue account as main- 
tenance expenditure; if the effect of a charge of that 
kind was to wipe out a company’s claim for arrears, 
to that extent it would be to the disadvantage of 
the company. 

3187. But I think they put the claim rather higher 
that that, did they not; they wanted to claim it as 
abnormal wear and tear and not to charge it against 
the accounts at all? — That is so; that is one of the 
earliest points that came before me, and so far as I 
recollect I maintained throughout that expenditure 
of that kind is not abnormal wear and tear within 
the meaning of the arrangements, and therefore falls 
to be dealt with as ordinary maintenance expenditure. 

3188. On that point of telegraph wires and posts, 

as long as they were existing there was a possibility 
of arrears of maintenance being charged in respect 
0 f them as long as they were there before the snow- 

storm, and in that respect they were a liability to the 
Government; that is the position, is it not?— No. 

3189. As long as the telegraph wires and posts were 
existing/if they were not being maintained, arrears 
of maintenance were accruing on them, and they were 
chargeable against the Government?— That is so. 

3190. If a snowstorm comes and wipes them out, 
and they have to he replaced, the cost of replacing 
them comes upon the Government, but the claim 
for arrears of maintenance on those that have dis- 
appeared is removed? — That is so, hut at the same 
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time an unusual outlay of that kind pro tanto re- 
duces the company’s claim for ordinary arrears of 
maintenance on other parts of its property. If a 
company has to spend an unusual amount on main 
taming its telegraphs, it will have to charge tha 
Government with proportionately less for maintain- 
ing, say, its railway stations. 

niean to say as that will be a renewal 
• — No, that is a repair. 

3192. Do you mean that if a snowstorm wipes it out 
it is a repair to put it back and not a renewal?— 
Yes, not a renewal. 

3193. The liability for repairs is not limited? 

No, it- is not limited. 

3194. IIow could expenditure on that reduce it? 

It is in a claim for arrears; it is not until the com- 
pany has exhausted its claim for arrears of main- 
taining other parts of its property that any excess 
charge would fall upon the Government. 

3195. 1 understood the position was that the claim 
for repairs was inexhaustible?— Yes, but let us 
assume for the moment that the snow storm had 
never taken place : a company would, almost certainly 
every company, have had a claim for arrears of main- 
tenance, because they were unable to do the ordinary 
maintenance; but if they are bound to replace this 
part of their property which has been destroyed by 
reason of the snow' storm, the other arrears of main- 
tenance can no longer be claimed for, because they 
have exhausted their standard for 1913, because they 
have had an unusual outlay; I will not call it an 
abnormal outlay — I call it an unusual outlay. 

3196. One of our causes of anxiety is that we are 
told that a number of companies are in excess on 
repairs and maintenance? — That I could find out for 
you if you like. 

3197. By the effect of the snow storm the company 
is not damnified, because it can still do all its normal 
repairs, and any excess that it is capable of doing. 
It will not do any less repairs because of the snow 
storm, and will not charge the Goveimment with any 
less repairs? — Not so far as repairs go; it prevents 
any claim for arrears entirely. It is only until the 
arrears have been got rid of that the company fails 
to be placed at a disadvantage owing to that snow 
storm. 

3198. But I suggest if it does the same amount of 
work, instead of claiming arrears it may be claiming 
excess? — If it does the same amount of work, of 
course. 

3199. It would be rather interesting to have 
your views on an analogous case. Do you think that 
the cost of this coal strike, which amounts to several 
millions, I believe, upon the railwmy companies is a 
proper charge upon the Government? — The cost of 
the coal strike? 

3200. The loss to the railway companies arising out 
of the coal strike. Ought that to be a proper charge 
against the Government? — It seems to me that, so 
long as the Government is controlling and has the 
user of the railways, any incidental loss of that kind, 

I should imagine, ought to be borne by the Govern- 
ment. 

3201. Surely the Government are only agreeing to 
pay compensation for the effect of the control. If, 
owing to some entirely outside causes, such as the 
coal strike, the railway is not able to run, had there 
been no control the railway companies would have had 
to pocket that loss themselves? — They would have had 
to pay for it themselves. 
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3202. So it seems to me it is nothing to do with 
the control? — They would run the risks and take the 
benefit of carrying on their undertaking; if some- 
body else carries on the undertaking for them, it 
seems to me on the face of it reasonable that if some- 
body else takes the benefits, if any, they should take 
the risk. 

3203. Do not we always understand the word “ con- 
trol ” in this connection, with the thought in our 
minds that it is control for the purposes of the war, 
and affecting in the main, and probably very nearly 
exclusively, circumstances which are associated with 
the war. We could not by any possibility extend 
that to a coal strike, which might take place at any 
time, and which has nothing to do with war con- 
ditions? — Of course, you are taking me rather into 
the region of high politics. All this sort of anomalous 
condition of things arises out of an agreement come 
to by the railway companies and the Government for 
an extension of the control for two years after the 
conclusion of the war. It arises as a direct result of 
that. The effect of that agreement, as I understand, 
is for the Government to undertake the risk and 
to appropriate to themselves any benefit that may 
arise from the use of the railways for two years after 
the war. If that be so, it seems to me that if the 
coal strike comes along, of course, the Government 
will have to bear the loss which arises out of the coal 
strike exactly as if there were a great influx of 
people to the South Coast, and there was a great 
deal of extra travelling, the Government would take 
any benefit that arose from that extra travelling. 

3204. I am afraid Sir Albert has left me in a bit 
of a fog. If by the time he next comes he could 
show us by a sort of hypothetical statement how the 
loss of these telegraph wires by the snow storm would 
relieve the Government of some portion of the claim 
for arrears of maintenance, I think I should be 
helped.* 

3205. You might think over that, Sir Albert. 

3206. I think it is almost unnecessary to give 
notice, because practically all that I intend to ask 
for the moment is found in the pages of the memo- 
randum, but in a sentence it turns on this, namely, 
the nature of the audit, how far, if at all, it is related 
to any technical experience and knowledge connected 
with the railways and instructions of the Railway 
Executive and railway accountants and investigators, 
and the precise extent to which we relied on their 
inquiry. I think that and one or two questions which 
arise out of it are really all I intend to ask ? — I think 
I have, in answer to questions put to me to-day, said 
almost all that I can say. 

3207. I want to put some questions to you which 
really arise out of those questions; I want to put 
another view of that matter? — If you can tell ma 
the angle from which you approach it, perhaps I will 
be prepared to. 

3208. The angle is simply this, I shall probably be 
asking with a view to ascertaining whether it is the 
case that for all practical purposes we were ex- 
clusively in the hands of the railway companies, or 
whether there was anything substantial from the 
point of view of the Government to set against that 
by way of audit on the other side. 



* Vide Appendix XVIII. 
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Sir Albert Wyon, K.B.E. (accompanied by Mr. 

3209. Witness : Before the examination begins may 
1 refer to two or three questions and answers which 
appear in the printed account of my examination 
on the last occasion which I should like to correct — 
there are one or two little inaccuracies. 

3210. What are the numbers of the questions? — The 

first is Question 3103. I was asked “ . • Did 

you feel called upon to make any remark when you 
found that the money was not being used, and that 
the railways had plenty of money, did you feel called 
upon to make any remark upon that money still being 
continued? ” I answered, “ It had been discussed 
at the very early stages , and it was so notorious that 
1 cannot recall having mentioned the circumstance 
at all officially.” I had not in my mind at the time 
a document which appears among the printed docu- 
ments, a letter of mine of the 12th April, 1917. Per- 
haps I may quote the paragraph ; it is Document (50) 
on page 47. In the course of that letter I wrote, 

“ If, however, the Government, upon the reguest of 
the railways, consents to such a revision of the exist- 
ing arrangement, it may be advisable to reconsider 
also that part of the plan which provides for the 
immediate payment to the railways of sums which 
they will not have to disburse until some time hence, 
which at the present high rate of interest represents 
a valuable concession. Even if it be agreed to con- 
tinue the present system of current payment for 
arrears, the payment of any allowance for increased 
costs might be allowed to stand over till after the 
war, when it is definitely fixed, or at all events the 
payment , if continued, might be calculated at a 
nwderate rate, say 12^ per cent.” 

3211. Do you want to amplify your answer? — Yes, 
I want to amplify my answer in regard to that. 

3212. Is there any other point?— Yes. My answer 

to Question 3155. I said, “ . . • Of course, if 

Parliament, in authorising | the railways to increase 
their rates, chose to take into account the fact that 
for a year or two years they would be working on 
very cheap stocks, no doubt they could do so.” With 
regard to the “ year or two ” I find on inquiry that 
is altogether an over estimate. It is a matter of 
months and not of years. I was also asked to pro- 
duce a hypothetical statement of how the losses on 
the telegraph wires by the snow storm would relieve 
the Government. I have prepared the statement* I 
was asked to prepare. (Document handed in.) 

3213. That is towards the end?— Yes, Question 3204 

3214. “ 1 am afraid Sir Albert has left me in a bit 
of a fog. If by the time he next comes he could 
show us by a sort of hypothetical statement how the 
loss of these telegraph wires by the snow storm would 
relieve the Government of some portion of the claim 
for arrears of maintenance, 1 think I should be 
helped.”— I have taken the actual case and treated 
it in a hypothetical manner. I have shown in column 
C what the Government would have to pay if the 
company had been permitted to treat the expenditure 
on making good after the snow storm as abnormal 
wear and tear. 

3215. Suppose we leave that until the member of 
the Committee who put that question is present?— 
Cortainly. 

* Vide Appendix XVIII. 



E. V. H. Seale), re-called and further examined. 

3216. Will you remind us about that, and when he 
comes we will deal with it? We have finished with the 
other matter, I think? — Yes, that is all I have to say, 
thank you. 

3217. Was the Pink Book drawn up by the Board of 
Trade or the Treasury, or by the railway companies? 

1 believe by the Accountants’ Committee of the 

Railway Executive Committee. 

3218. You have seen the letter from Mr. Walter 
Runciman of the 23rd August, 1916? — 1 cannot say 
that I can charge my memory with it. 

3219. It is a letter printed on page 95 of the Docu- 
ments in which Mr. Runciman is conveying to the 
Railway Executive the approval of the Treasury of 
the clauses — that is to say, of the Pink Book. Is not 
that so? And he inserts these words, “ on the under- 
standing that the clauses are accepted in their en- 
tirety by all the companies concerned.” That would 
seem to suggest that, in Mr. Runciman’s view, these 
clauses in some way put some obligation upon the 
companies. Can you indicate the point to which Mr. 
Runciman may have been referring? — I am afraid 1 
should have to study the clauses carefully with that 
in my mind before I could give an answer to that 
question. 1 do not know in the least what was in 
Mr. Runciman’s mind. 

3220. Is that the letter to Sir Gilbert Claughton? 

3221. To the Acting Chairman of the Railway 
Executive Committee. It appears that the Pink Book 
was the result of a request on the part of the railway 
companies for certain modifications in the agieement, 
or interpretations to the agreement, distinctly in 
favour of the railway companies; and it is a _ little 
difficult to see exactly what Mr. Runciman had m Ins 
mind in writing words which seem to suggest that 
the companies might have some hesitation in accept- 
ing the Pink Book when it was finally settled. 

I will ask you only one more question with regard 
to Stores. In Sir Alexander Butterworth’s letter he 
put his claim with regard to stores on the ground 
that it was not fair to place upon the shoulders of 
the railway companies the burden of these stocks 
bought at war prices. That is so, is it not?— I believe 

3222. Yes, those I think are the words he used. Ho 
refers to the burden. Now, the burden would exist 
only if rates had not been adjusted to an extent 
necessary to meet the increased cost? — No doubt. 

3223. There would be no burden. And if those rates 
had been adjusted the burden would altogether dis- 
appear?— No doubt. I do not suppose the railway 
companies mind how they get the increased cost , 
whether they get it direct from the State or whether 
they get it from the consumer. 

3224. And as you suggested the stocks would be 

used up in about six months? — I do not like to give 
any definite figure . 

3225. Broadly speaking? any definite figure of 

time at all. It is a matter of months rather than of 
years. . 

3226. Coal would disappear m about six weeks. 

3227. You agree they ought not to get it from both 
the Government and the consumer? — I would rather 
not give an opinion on that subject. You are asking 
me something much beyond a humble accountant’s 
views of accounts. 
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3228. I think you accepted the suggestion quite 
faixly, and I do not think it is really necessary to press 
you any further on the point. I think that is all 
I can say. 

3229. With regard to stores. The original agree- 
ment of August, 1914, made no reference at all to 
stores ; stores did not affect the net earnings at that 
time as it seems. Do you agree? — I do not exactly 
understand your expression as to stores not affecting 
net earnings. Of course the net earnings will be 
affected by the amount charged for stores. If the 
i ail way companies had charged to the net earnings 
during control the current market price of stores, of 
course, the net earnings would be affected. 

3230. The railway companies did not see any reason 

to raise the question of stores in August, 1914 they 

were satisfied? — That I cannot say. 

3231. But it would appear so seeing that they did 
not raise it at all? — There is no specific reference to 
this particular question that is before the Committee 
now, either in the original agreement which, as you 
know, is a very brief one and deals with no details, or 
in the original memorandum of instructions. 

3232. So that when we come to November, 1916, it 
is some additional consideration that is given to the 
railway companies over and above the net earnings ? — 

I would not like to say that. I think Sir Alexander 
Butterworth’s contention, and one for which I think 
there is a good deal to say, is that it arises out of 
the original agreement. 

3233. In what way? — In this way. Are the railway 
companies expected, as part of the original agree- 
ment, to supply the Government with stores at prices 
which they originally cost the railway companies? 
As I understand Sir Alexander’s contention it is 
that they are not so bound ; that the net receipts of 
the railways during control must be ascertained 
after .allowing for the cost of the materials at current 
market rates. If he is right, this arrangement in re- 
gard to stores would be simply a method of giving 
effect to the original agreement. 

3234. May we take the item of coal? Assume that 
coal in August, 1914, was 8s. a ton. That 8s. a ton 
continued for at least six weeks after the agreement 
was made in August, 1914 ; what this Pink Book does 
is to- make up to the railway companies the difference 
between 8s. and say, 32s. at the end of control. Now, 
the railway companies or the Government could 
easily have bought all the coal they wanted at 8s. 
a ton early in August and September, 1914. What 
I want to suggest to you, following on that, is this. 
What this Pink Book does is to make up the 
difference in value between the stores? — A difference 
in cost. It is the same stores. 

3235. It is equal to the difference between a value 
and the book value? — We know that book value is 
based upon cost. 

3236. Take 8s. for coal in August, 1914, and 32s. at 
the end of control. That is the difference in value? 

— Yes. 

3237. What really happens is this, is it not, that 
what tlie Government agree to do is to make up to 
the railway companies the decreased purchasing 
power of the sovereign. In other words, a sovereign 
in August, 1914, would have bought two-and-adhalf 
tons of coal; in August, 1921, a sovereign will only 
buy three-quarters of a ton of coal. So that is 
really what the Pink Book does? — It leaves the com- 
pany with its ton of coal. If there are any cases, 
and there may be some, in which stores can be traced 
as having remained in the hands of the railway com- 
panies throughout control, there will be no allowance 
in respect of such stores, as I understand it. At all 
events, I should claim on behalf of the Government 
that there should be no such allowance. 

3238. But physically you cannot trace that same ton 
of coal? — Clearly in regard to coal you cannot. But 
there may be stores which can be so traced ; and I 
am trying to explain the principles upon which I 
think the allowance might fairly be made. It will 
be realised that although a ton of coal cost the com- 
pany 8s. six or seven years ago the company have 
actually had to pay out of their own money the 32s. 
for the coal which replaces the coal which has been 
used for the benefit of the Government. 



3239. Could you follow out that ton of coal? At 
fiist tliy paid 8s.; then it goes to 20s. — who pays the 
12s. difference?— -Perhaps my assistant, Mr. Seale, 
will correct me if he sees that I am going wrong, 
because it is not very easy to keep one’s books in one’s 
head, but I will try to. Here we have a company 
with a ton of coal standing in its books at 8s. 

3240. When the Government took over control?. 

Ihe next step is to debit the Government with that 
coal at 8s. to replace it out of their own money by 
coal costing, let us say, 15s. 

3241. Ihe Government ? — No. The railway com- 
pany i ©places that ton of coal which it has charged 

against the Government at 8s that coal which costs 

the railway company 15s. 

3242. Does it cost the railway company that? It 

draws a cheque on its own banking account and it 
pays the colliery 15s. for that coal. Then the com- 
pany want more coal, and the new ton of coal is 
charged to the Government at 15s., and so forth, 
until at the end of control the company has bought 
a ton of coal, which it holds to meet the Government’s 
i equn ements, and that ton has cost the company, out 
of its own banking account, 32s. It then goes to the 
Government and says, “ You have only paid us 8s. for 
a ton of coal which we have had to replace at 32s. 

e ask for 24s.” X think that is the explanation 
or the process. 

3243. I think you agree, do you not, that the 
Government were entitled to the use of the working 
capital, free of interest, which was represented by 
tlie value of stores? — There was no direct arrange- 
ment to pay the companies interest on their working 
capital, but .you will remember there has been an in- 
direct arrangement since. Perhaps I may be per- 
mitted to refer to an instance which is in my own mind 

a somewhat similar instance. Two' railway com- 
panies arranged to work in common, but they did not 
amalgamate their capitals. They formed a joint 
committee and that joint committee bought the stores 
at book values at once from the two companies. 

A ow, that is what the Government did not do ; they 
did not buy the stores at their book values from the 
companies. That might have been the arrangement 
come to; but it was not. Of course, if the Govern- 
ment had bought the stores from the railway com- 
panies, as did those two companies of which I have 
just spoken, there would have been no such claim as 
that which we are now considering. That was an 
arrangement well known, I have no doubt, to the 
Board of Trade, and it was well known to the railway 
companies that an arrangement of that kind had 
been made. 

3244. I want to follow that 24s. Supposing the rail- 
way companies say “ We have had to pay so much 
moie money for this coal, therefore we will increase 
our rates to make up for that.” Very well. At the 
end of the period is it fair that that coal should be 
still 8s. as an asset of the company?— I feel great 
difficulty in considering the bearing on this agree- 
ment of a raising of the rates. I can deal with the 
effect upon the accounts of provisions in the agree- 
ment, or arrangements with the Government, but I 
do feel difficulty in expressing any opinion as to the 
effect on the agreement of the raising of the rates. 

I have had nothing whatever to do with it, and 1 do 
not know the principles on which the Ministry and 
the railway companies — whom, I assume, they con- 
sulted — proceeded upon in raising those rates! If 
of course, the Ministry said, ££ We will allow you to 
raiso the rates if you will agree that you shall make 
no claim under this stores clause,” I could understand 
then that, of course, the rate was intended to cover 
this claim for stores. But I have no information on 
the subject at all. 

3245. Therefore, if that were so, the 8s. that would 
be standing in the books of the railway company at 

the end of the control period would be unfair? If 

this claim had been otherwise provided for it clearly 
ought not to be made again. 

3246. Might I draw your attention to the evidence 
of Sir George Beharrell on this point, and I should 
like to ask you whether you agree with it. After Sir 
George Beharrell had admitted that the cost of stores 
was an element in the cost of working the railways — 
that, I think, you would agree with?— Yes, of course. 
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3247. And consequently would be a cost to be taken 
into consideration in relation to the rates to be 
charged for traffic ; the question was put to Sir George 
“ At the end, of control would there have been any- 
thing to prevent the State readjusting rates for the 
year following control on the basis of the loss on stores 
taken at 1913 prices?” He said: “ That would be 
a possible way of dealing with the difficulty, but I do 
not think it would be good in the long run to have 
for a short period a substantial cut in rates everyone 
knowing they would have to revert to high rates again 
at the end of a short period. ( Q .) But the rates have 
been put up since the stores agreement and for the 
purpose of arriving at a compromise on this question. 
Could not the Government say to the railway com- 
panies : ‘ If you do not give way Upon this stores 
agreement you will have to readjust rates on the basis 
of the rates which ware ruling when the stores agree- 
ment was made ’? (A.) I think that would have to be 

the course of negotiations. (§.) That will be a prac- 
tical course? (A.) Quite.” Would you agree with 
that as a practical method of dealing with the matter ? 
— (Witness) : I am afraid that I have not Sir George 
Beharrell’s experience of dealing with goods rates. As 
you know, he has had many years’ experience in deal- 
ing with goods rates, and I have had none at all. 

3248. If in the Pink Book words had been inter- 
jected to the effect that if a change in the rates 
equalised this difference in stores, there would be no 
claim at all. But the change of rates was not con- 
sidered, as far as you know? — I can find no evidence 
of any consideration of the effect oh this particular 
cause of loss of a rise in the rates. 

3249. As I understand it, the effect of replacing 
stores at higher prices than the original stores is to 
draw upon the capital of the company? — Yes. 

3250. That is the effect? — Yes. 

3251. Just as the addition or more rolling stock, or 
laying down more lines, or putting up more buildings? 
—Yes. • 

3252. It all has the effect of drawing on the capital 
of the company? — Yes. 

3253. With regard to the latter things. That is 
mot in the Pink Book by providing for interest on 
payments ? — Yes. 

3254. With regard to stores. If there had been no 
difference in rates the effect would then be that the 
companies were obliged to provide stores at the new 
prices, the higher prices, and to sell them at the old 
rates. Is that olear? — Yes. 

3255. Whatever may be the effect of the agreement, 
m equity that would' not seem a sound thing to do, 
if you were not tied by an agreement, to compel a man 
to buy something dear and to sell it to you cheap? — 
No. 

3256. But if, when you make him buy dear, you 
allow him. to sell dear, then the ease is rather altered, 
is it not? You may, by allowing him to charge the 
higher prices, afford him compensation for having had 
to buy at the higher prices? — It is a method of com- 
pensation . 

3257. And then the whole question now is a matter 
of fact as to whether under the new rates the com- 
panies are being allowed to sell their stores at prices 
commensurate with the prices at which they had pur- 
chased them. That is a question of fact . You are not 
able to speak on it? — No. I cannot speak on it. 

3258. I think I realise the position. 

3259. In your answer to Question 3175 you say, 
“ Yes, but I understand the agreement has, so far 
as the railway companies are concerned for the time 
being, blotted out the effects of the war ' entirely.” 
I would just like to see how far you go on that; 
because one of the items in our remit is to make 
an estimate of the liabilities outstanding, and it 
seems to have a very direct bearing on this answer 
of yours. Would you go so far as this : Wages we 
all know have been advanced; — now let us assume 
that ope railway company had at the beginning of 
the war a lower rate of wages than another railway 
company, and rates have been put up by the Ministry 
of Transport on an even basis so that all wages are 
equated on the same basis; a signalman in the North 
of Scotland gets just the same as a signalman in 
Euston Station ?— Really is that so; I was not aware 
of that. 



3260. llie effect is that whilst the rates of the 
lailway company paying the originally lower wage 
to the signalmen have only been proportionately in- 
creased, it follows that a.t the end of control that 
railway company will be earning less money than at 
the beginning. Now, is that one of the items that 
you regard should be made good to the railway com- 
panies ; because that is a process of blotting out the 
effects of the war? — I am obliged to you for giving 
me the opportunity of amplifying and explaining 
this answer. I was referring, of course, only to the 
burden of control. I do not understand that under 
the agreement the Government is under any respon- 
sibility for anything that takes place after control; 
that if a signalman’s wages have been raised beyond 
what the company itself would have raised the wages 
I do not see that under the agreement the company 
has any claim for the loss it suffers after the period 
of control. 

3261. Do you then regard the settlement as far 
as the agreement of August, 1914, is concerned and 
these subsequent agreements— take the Pink Book— 
as giving them the full compensation they are en- 
titled to, and they are entitled to nothing more? — 
That really is an extremely difficult legal question. 

I would prefer not to answer that. There may be 
fui ther claims for all I know ; I have not heard of 
them. 

3262. Because we have it in a letter that they are 
making claims under the 1871 Act. I fail to see 
what kind of claims they can make? — I am not 
aware of what particular or further claims the rail- 
way companies consider, or may consider, they have 
beyond the claims which are met by the agreement 
which is now under consideration. 

3263. Because I can see, consequent on the stores 
agreement and on the decreased purchasing power of 
the sovereign, liow they might put forward consider- 
able claims of various kinds. For instance, Sir 
Alexander Buttenvorth in that memorandum speaks 
about unseasoned timber. They may make a claim 
on that. Also on the poorer quality of rails, and 
so on. But you have not considered those points? — 
No, I have not considered them. 

3264. You said that you varied your opinion as to 
the blotting out effect of the original agreement? — 
I wished to explain — to limit the use of that ex- 
pression really to what I meant at the time. 

3265. You meant blotting out the effects of the 
war during the period of control? — Yes. 

3266. And not any effects that might ensue after 
control? — Certainly not. 

3267. Would you agree the stores agreement is 
directed to a position which will arise at the end of 
control ? — On the last day of control. 

3268. And it does not arise in respect of the 
revenue position of the companies during control? — 
I think it does. It seems to me that the companies 
might have charged in their compensation accounts, 
as they went along, the current prices for the stores 
as a matter of accountancy convenience. All the 
companies have charged was the book value or 
original cost of the stores, when they might have 
charged the current prices. 

3269. But for the purpose of arriving at net re- 
ceipts, it was the accepted principle, was it not, that 
the companies should follow their previous practice? 
— Yes. 

3270. And the previous practice was to charge book 
values? — Yes. 

3271. And if they charged more than the book 
value they would have got more than their guaran- 
teed net receipts? — Yes. 

3272. So far as that goes there is no case for the 
higher cost on stores during control? — Not under 
the strict reading of the agreement. 

3273. Under the compensation agreement? — They 
were bound to charge book value for stores. 

3.274. There is no case for giving the companies 
more than they get by charging book values? — Only 
as a matter of equity. 

3275. In respect of a position that might arise at 
the end of control? — Yes. 

3276. Because at the end of control they will have 
to dispose of the stores they have bought at inflated 
prices at 1913 rates presumably. Unless that is so 
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there is no loss? — I do not say that. I think the 
Government have had the benefit of the companies’ 
stores for less than the current market prices, and 
therefore a reasonable claim arises under that; but 
they will only realise their loss after control, I agree. 

3277. I am not suggesting the companies are not 
damnified if they have to continue at the old 
rates. But I was trying to look at it from the 
position which was present in 1914, when the net 
receipts agreement was entered into; and at that 
time I suggest if the companies had not charged 
book values, but some other value, such as cost 
price, which might have been more than book value, 
but might have been less, they would not have got 
their guaranteed net receipts but something more 
or less than their guaranteed net receipts? — Yes. 

3278. I suggest, therefore, that the stores agree- 
ment is not justified by the principles of the net 
receipts agreement? — I agree. 

3279. It is not justified? — No, it is not justified. 

3280. But it is directed to a position which will 

arise at the end of control? Yes. 

3281. In order to secure the companies against any 
loss they might suffer after control by having to 
dispose of war stocks? — That is so. 

3282. Do you suggest there is any obligation on 
the Government to secure the companies for losses 
arising after control? You said just now that the 
blotting out of the effects of the war was limited to 
the period of control? — I think because the Gov- 
ernment have had the direct benefit the companies 
will receive -the direct loss. 

3283. But is that so? — Without question, the Gov- 
ernment have had the benefit of relatively cheap 
stores. 

3284. That was what was contemplated surely, 
that the companies should carry on in the same way 
as they had been carrying on? — Yes. 

3285. And that they should get the guaranteed 
net receipts, which were clearly defined as being 
certain specified and definitely limited net receipts? 
— Yes. 

3286. Not the. whole net receipts, but the net 

receipts of certain specified accounts? Yes. 

3287. The companies were not guaranteed the net 
receipts of their below-tlie-line accounts? — No. 

3288. Would you agree that so far as the com- 
panies had to provide more money to carry their 
stocks at the enhanced prices they provided that 
additional money at the expense of their below-the- 
lme revenue? — No doubt that is so. 

3289. At all events they did not provide it at the 

expense of the revenue of any account with which 
the Government was concerned? No. 

3290. But at the expense of a below-tlie-line 
account? Yes. As a matter of fact, someone in the 
Treasury contemplated an offset of that liability on 
the part of the companies by allowing them to 
receive money for arrears of maintenance before it 
was expended. 

Tlle P oint I was leading up to was this. 

\v ould you not agree that if the companies, as 
they did, took the benefit of the exclusion of the 
below-the-hne accounts from the Government 
guarantee, they ought also to shoulder the risks?— 
lou mean the risks of what? 



3292 I am suggesting that what the stores agree- 
ment does is to make up to the companies any loss 
m the below-th e-line revenue which has resulted 
from the provision of additional working capital to 
finance stores at higher prices?— I do not gather 
that the stores arrangements we are considering now 
deal with the capital invested by the companies in 
the purchase of more expensive stores. 

3293. But it surely has that effect?— That is one 
or the effects. 



3294 It gives . to the companies at the end 
control the additional capital they have put in 
stores? — Yes. 

3295. Do you contemplate that was ever intend 
under the original agreement as to net receipts? 
1 do not suppose that, at the time the origir 
agreement was entered into, this particular matt 
arose at all, because, of course, there had been 
increase in costs. 



3296. But if it had arisen would you have sug- 
gested it was a principle of the original agreement 
that the Government should provide the companies 
with additional working capital, seeing that the 
companies got the benefits of any increase in the 
below-the-line revenue? — I think it is right that 
the Government should provide any additional capi- 
tal required or allow the companies interest if they 
themselves have to provide additional capital. 

3297. I would agree with you there that there 

might be a case made out for providing interest on 
additional working capital; but would you not find 
it hard to justify the provision of working capital 
by the Government. It has never been suggested 
that the Government should provide additional 
working capital required to pay the high rates of 
wages. The companies have probably used funds 
which the Government has put into their pockets for 
arrears of maintenance, but those funds are eventu- 
ally to be used for arrears of maintenance, and 
aftei. control the companies will have themselves to 
provide additional capital to carry on No doubt. 

f 32 ! 98 '/-?* llES never been suggested as an obligation 
of the Government under the original agreement to 
do it. I suggest stores is on the same footing, ex- 
cept that at the end of control the companies will 
have on their hands a stock of stores bought at in- 
flated prices? — Yes. 

3299. And the whole of the agreement was directed 
to overcome that difficulty, that they would have 
these stores in their possession and have to dispose 
of them? — That is so. 

3300. And there was no justification at all for the 
stores agreement unless they had to dispose of them 
at a loss? — That is no doubt the justification for it. 

3301. It is merely a question of equity and not a 
question arising out of the original agreement at all? 
— I take it that it was anticipated — this is purely 
surmise but it is a consideration worth taking into 
account — it was anticipated, I assume, that when 
the war came to an end there would be a fall in these 
prices and the companies might find themselves with 
stores bought at temporarily inflated prices for the 
purpose of the Government, and that it was with 
this object that the stores agreement was entered 
into. It is possible. 

3302. I want to go back to the question of audit. 

I think you say that you have relied on the investi- 
gators — if the investigators answer questions fairly 

and freely and have done their work skilfully and 

then you say that you depend on tile honesty of 
the investigators. If in the papers that come to you, 
either from the Accountants Committee or the Com- 
pensation Claims Committee, matters which have 
been discussed are not brought to your attention you 
would not have any knowledge of them at all. What 
1 have in mind is this. Officially a minute came to 
mo from the Finance Department of the Ministry of 
transport a little while ago and I noticed these words 
—I do not want to quote the railway company, but it 
is a question of contractors’ profits on first cost ; 
that is, where some rolling stock had been given out 
to a contractor — and it was a question of contractors’ 
profits in calculating the basis of renewals first cost 
and this remark was made, “ This report to the Com- 
mittee ’ — (that is the report of the railway Investi- 
gators to the Accountants Sub-Committee) — “ was 
the subject of correspondence between the investi- 
gators and the Committee, and after the matter had 
been considered by the Committee the investigators 
were asked to delete the paragraph from their report ; 
by so doing the Government Auditor remained in 
ignorance of the investigators’ views on this question 
of depreciation of the increased first cost of rolling 
stock in service.” If there were a deletion from, as 
I understand it, the questions that you frame for the 
investigators to answer, you wouid not have the 
information?— No, I should not. 

3303. What I want to bring out is that there are 
deletions. Here is a statement made by the Finance 
JJepartment to me, and I understand there are other 
deletions I am giving this as an example. But 
you are dependent on everything being done and all 
information brought to your notice?— Almost entirely 
dependent. I have already explained that I have 
some means of making inquiries on my own by 



MINUTES OF EVIDENCE. 



141 



22 December, 1920.] 



Sin Albert Wyon, K.B.E. 



[■ Continued . 



comparison of figures, and so forth ; but with regard 
to the details I am dependent upon the reports of 
the investigators being handed to me in their original 
condition. I have no doubt that the Ministry will 
bring that particular case before me, because I think 
it requires investigation. If I imagined that it was 
the practice of the Accountants Committee to request 
the investigators to alter their reports I should have 
to reconsider my duties in the case of that particular 
railway company. 

3304. I will read to you a reply by Sir George 
Beharrell to a question put to him, in regard to the 
matter of the charging of engine power between 
abstracts. He said, in reply to Question 1182, 

“ There is another rather subtle point arising in con- 
nection with Abstract A, but I will try to make it 
dear to you. It is the. usual practice for the loco- 
motive department of a railway company to provide 
engine power for relaying and reballasting the per- 
manent way. This causes a charge to be made by 
the former department to the permanent way depart- 
ment, usually at a fixed price per engine hour. The 
result is a debit to Abstract A under repairs and 
renewals and a credit to Abstract l> under the head- 
ing of engine power ( for maintenance) and Abstract 
C (for running expenses) .’ ’ Unless this credit undei 
Abstract C were brought to your attention you would 
not have seen the point at all?— Unless the credit 
had been properly made there would he an incorrect 
statement of accounts. That is clear. 

3305. I think the effect is — as Sir George gave us 
in a statement in Appendix IX — that on an assumed 
basis of certain figures there would he an ultimate 
overpayment of some £5,400 in the particular case 
he gave us. — On a hypothetical case? 

3306. Yes. But it" is the fact that according to 
Sir George Beharrell such an operation did take 
place which was not brought out in the investigators 
report. Then there is another item which Sir George 
brought out in evidence — at Question 1472, on interest 
on capital and the date when the works were brought 
into use. He says, “ My accountant draws my 
attention to a case. It is a line in the vicinity of 
London ichicli icas opened in a formal way two or 
three years ago, and interest has been allowed on that 
expediture since that date. In fact, as a real wo ik- 
ing proposition, it was opened a few weeks ago. I 
think what you are dependent upon is a certificate, 
or the investigators are, that the line was brought 

into use? Yes, from the company’s chief engineer. 

Is it suggested there was a deliberate misstatement 
on the part of the chief engineer? That is a veiy 
serious charge indeed to make, and I assume that 
the Ministry will not let it rest there. 

3307. I am reading from evidence we have had 
given to us— If a man in the position of the chief 
engineer to a railway company deliberately misstates 
a fact of which he must have full knowledge, I do 
not think it ought to be allowed to rest there. 

3308. I imagine Sir George Beliarrell’s intention 

in giving particulars of that case may have been to 
point out that there was difficulty in the interpreta- 
tion of the regulations? . 

3309. Yes, very likely more a question of the inter- 
pretation of the regulations. 

Witness : As I heard the answer it seemed to imply 
a deliberate misstatement. But I am dependent 
entirely upon the statement of the chief engineer of 
each railway company as to the date upon which 
a work was brought into use. 

3310. Could any question arise as to the date on 
which a work was brought into use? — Yes. I have a 
case before me now which has been before me for 
two years, and I have failed to come to an agreement 
with the parties about it. It is a case of a large 
railway station, as to what is the principle to be 
adopted in fixing the date when sections of the work 
were brought into use. I have come to my own 
decision but I am not sure that the railway company 
are prepared to accept it. 

3311. Then it is a matter that gives rise _ to a 
difference of opinion? — Yes, in a case of that kind. 

3312. Might not that possibly apply to the case re- 
ferred to by Sir George Beharrell? — It did not sound 

so to me. . , 

3313. I simply took it from the evidence. — I think 
a difference of opinion can only arise where the work 



is brought into use in sections, and that is always 
evident from the engineer’s certificate. 

3314. I want to take you over the ground of the 
audit simply to follow the process. I do not know that 
I have a single case in which I question any particular 
thing, but it is the process I am after, so that I can 
thoroughly understand it. I want to get the very 
start. Will you look at your answer to Question 3175? 
You say in the latter part, dealing with the agree- 
ment/ “ I understand the agreement has, so far as 
the railway companies are concerned, for the time 
being blotted out the effects of the war entirely. . .. . 
Everything that has taken place in the interim is for 
account of the Government ; that is what I have 
understood the agreement to mean; it seems to me a 
clear one." You are referring there to the net re- 
ceipts agreement?— Yes, as supplemented by the 
subsequent agreements in regard to arrears of main- 
tenance, interest on capital expenditure, and stores. 

3315. The net receipts agreement is your starting 

P °3316. You do not go behind it to consider the 1871 
Act? — Not at all. 

3317. You have never asked yourself the question 

whether under the 1871 Act the effects of the wai 
would be blotted out? — No. . 

3318. You start from the net receipts agreements 
My duties are strictly limited to that. 

3319. Have you your hook of doctuments there? — 
Yes. 

3320 On page 5 — Document (4) — there is a letter 
from the Board of Trade to the Treasury enclosing 
a memorandum from the Railway Executive Com- 
mittee. It is marked Enclosure No. 1, and this 
Enclosure . No. 1 is the memorandum m which the 
Railway Executive Committee suggest what they con- 
sider to he good reasons for the net receipts agree- 
ment, for defining the compensation under the 1871 
Act in the net receipts agreement?— Yes. 

3321. If you look at No. 2, they speak about the 
essentials of the agreement, and they suggest that it 
should be simple in effect and free from administi ac- 
tive complications. Of course that was a soit of 
golden ideal and the agreement hardly proved to be 

that? I am not sure that it is not relatively free. I 

do not know how the American control worked, but I 
could find out if you like. 

3322. Without going so far afield as America——? 

Perhaps Sir Hardman Lever knows about this, hut 

I believe the American Government adopted very 
much the same system. There might have been 
agreements which were much more complicated and 
difficult. 

3323. Possibly; but it is a little difficult to imagine 
that there might have been. Do you think that an 
agreement which led to a Bine Book, a Yellow Book, 
a Heliotrope Book, a Green Book, a Brown Book, and 
a Pink Book, and', ultimately led to this Committee, 
is an agreement which quite realised the ideal of a 
simple agreement free from administrative complica- 
tions?— Of course it is not free from complications. 
An agreement dealing with such a subject could not 

b6 3324. It is an agreement upon which questions of 
interpretation have continually arisen? — That is so. 

3325. Which have had to be settled by these various 
coloured books,— this rainbow collection of papers? 
_ Yes ; and I am afraid we have not come to the end 
of them yet. 

3326. With regard to all these agreements they 
were what we might term _ collective agreements — 
they were agreements applying to the railway com- 
panies as a whole? — Yes. 

3327. The claim that is made lip against the 
Government is not a collective claim; it is a claim 
made up of the aggregation of a number of individual 
claims? — Up to the close of 1914, I think, the claim 
was an aggregate one; that is to say, a claim on the 
part of the whole of the railway companies taken 
together. Since 1914 it has . been possible for the 
companies to make individual claims. 

3328. Since 1914? — The end of 1914. As from the 
close of 1914 what has been known as “ the proviso ’’ 
came to an end. It was part of the machinery of 
the proviso that the companies should he dealt with 
as one body. 
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3329. Subsequent to that the claim against the 
Government is an aggregation of individual claims? 
• — les. 

3330. The coloured books give interpretations of the 
agreement on a collective basis?— Yes; that is to say 
tliat every railway company is equally affected by the 
instructions and explanations contained in those 
coloured books. 

3331. Then, the Government to safeguard its 
111 Yes 8 * 8 (1eV1Sed ’ 01 ' ooncm 'red in, a system of checks ? 

me S6e 1 have ^at quite clear. I 
would like to visualise this if I can. I see a sort 
of pyramid, upon which you stand at the apex and 
survey the situation from there.L-There is still one' 
authority who is higher than I am. 

3333 Yes,_ you referred to him — There are really 
two— there is the Railway and Canal Commission, 
which comes last. 

3334. The Comptroller and the Auditor-General ? 

— He sees that I do my duty. 

3335. Then you say. the Railway and Canal Com- 
mission might come later?— If there are disputes 
letween myself and the railway companies. 

3336. The lowest stage, the base, is composed of 

the investigators?— No. The lowest stage is the 

examination by the companies’ own auditors or pro- 
fessional accountants. 1 

3337. Yes, I am obliged to you. There is first an 
examination by the companies’ auditors or iiro- 
fessional accountants who give certificates?— That is 

. 333 . 8 - And what the J certify is the claim of an 
individual company? — That is so. 

So ! 0U ulti mately rest 'upon that base?— Yes 
3540. But that is only in the case of the compensa- 
tion claim?— That is so. 

3341. Not on the arrears claims? — No. The 

arrears claims I think I am right in saying, are not 
much more than arithmetical calculations. The 
compensation claim, of course, involves various inter- 
pellations of principle. 

3342. That is on the question of the net receipts? 

. le arrears are nothing much more than arith- 
metical calculations, and for that reason I assume the 
professional auditors were not asked to certify 

3343. What they do certify is the company’s claim 
P “ Wh n 3,? hhe deficiency is ascertained?— That is so 

3344. Originally that comes wholly from the rail- 
way companies ; there is no one who comes in from the 
Government’s side at that stage at all. Let me put 
it m this way: In making up the individual claim 
there is no participation by the Government ?— Except 

^n 0 professi °nal auditors may be said to rep- 
esent the Government. I take it that the Government 
s a ms the professional auditors are in the same 
position as a body of shareholders are when the audi- 
tois certify the accounts for the shareholders at the 
close or the year. 

3345. Who are these professional auditors. Are they 

mnlesP 8 “ mmon]y e “ ployed b y the railway com- 
panies ?— They are auditors appointed by the share- 
holders of the railway companies. I may say that my 

n^rlyTp’irHp ° r -? y Partners ’ act the case of 
ueaily half of the railway companies which are mem- 
bers of the Ra-ilway Executive. 

3346 So that they may be regarded as safeguarding 
the interests of the shareholders?— No, absolutely not 
When I make my inquiry into the accounts proposed 
to be rendered by the railway companies of which I 
happen to be the auditor, I look at it entirely from the 
point of view of the Government. ' Y 

3347. Are you speaking of your ordinary private 

Durtrfi Wlr tranSpil ' ed C,U ™g the War?- 

thefcl^aS ° f y ° llr P '' aCtiC6 Pri0r to 

3349. Let me have it now?— Of course before the 
ar one only had placed before one an account which 

had to go to the shareholders, and one’s duty entirelv 
Wa ® *° shareholders in respect of that account. 

3350. How does the employment of a profession nl 

BecauT durmg w e , War cban ge that relationship?— 
Because a completely new account is laid before him 

foi audit an account which be has to examine under 
particular instructions. He has to certify that the 



account is prepared strictly in accordance with the 
memorandum of instructions. It is his duty to see 
that the account which he certifies is to the best of 
his knowledge and judgment one which complies with 
the provisions of the agreement with the Government. 

. 5531. t hen during the war he was bound, in your 
view to consider himself as acting for the Govern- 
ment m so far as his certificate guaranteed that the 
claim was made out m accordance with the memoran- 
dum prepared and agreed upon between the railway 
companies and the Government? — Yes. 

3352. Therefore in that respect he was a servant 

of the railway companies controlled by instructions 
agi eed upon between the railway companies and the 
Government?— He is not a servant ever of the railway 
company. J 

3353. I appreciate the distinction. He is a pro- 

fessional nian? — It is an extremely important distinc- 
tion. He is not the servant of the directors of the 
company, and for this particular purpose he repre- 
sents the Government. I have always regarded my- 
self m that light. 1 

3354 Do you think he represents the Government 
so much: Is not his position rather that he has this 

memorandum before him, and it is a memorandum of 
agieement, a sort of contract, between the railway 
companies and the Government, and he could perhaps 
lie more correctly looked upon as an arbitrator; he is 
interpreting that agreement and, in his opinion, cer- 
tifying the claim as having been prepared in accord- 
ance with it? — Yes. 

3355. In your view he is an impartial person?— 

1 hat is so. 

3356. Then the claim comes forward as an in- 
dividual claim from a railway company certified in 

at’thetrt’strgeflYes* 11 " *° investi S ation 

3357. The investigator is an officer of another rail- 
w % company ?-Yes; he is the chief accountant. 

5558 He is an officer of one railway company in- 
Tlmt^so 8 * 16 ° a ™ ° f another railway company?— 

Yes' 359 ' WlP y ° U Io ° k at your answer to Q. 3014? 

.« 60 ' 9 {{ U in the Accountants Com- 

■ ! 6 f-'~ N°' All that these investigators and 
mvesUgatmg accountants have to do is to state facts. 

1 hey are entitled to assist me by their views, and 7 
have found the views that I have received from them, 
of the highest value in forming my opinion; but they 
have, no right of finally settling any matters of 
opinion-nothing more than facts.” Have you in 
° f / ou the forma that have been supplied— the 
punted forms of report used by the investigators?— 

336L What J want to put to you is this, that up 
to the time the investigator begins his work, what 
has transpired is this, that collective interpretations 
have been made of the net receipts agreement and 
— Yes i®d m tl6 various memor anda of instructions? 

And v° al T ive at those interpretations there 
Have been discussions and negotiations and corre- 
spondence and agreement between the Railway Exe- 
cutive Committee and the Government Departments 
assisted by yourself? — Yes. ’ 

33f ]3. And by Sir William Plender?— Yes. 

«. -364. bo that at this stage, when the individual 
company presents its claim, the investigator takes 
this collective interpretation and approaches the in- 
dividual claim to ascertain whether that individual 
— Tlmt^is'^o CC01Cl * ,dS coPectivG interpretation ? 

.3365. What I suggest to yon is this: That, just as 
viewing the matter collectively differences of opinion 

of the S® me to + timeas t0 ^e interpretation 
l, e o 1 iginal agreement, and that as these have been 
i esolved into these memoranda, so when the individual 
investigator approaches the individual company dif- 
ferences are bound to arise between him and the 
company as to the application of this collective agree- 
pany.P^Yes 6 partlcular ' circumstances of that com- 

3366 And then the business of the investigator, I 
.uggest to you, is not merely to arrive at facts but 

to^nterm-p? tv*’ ’V® resolve the se differences and 
to intei pret this collective agreement in its applica- 
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tion to this individual company? — It is his duty to 
ascertain whether the instructions contained in the 
memoranda of instructions have been carried out. 

3367. He must form an opinion? — I think not. I 

think it is a mere matter of fact. I cannot recall 
an instance 

3368. Look at the form of report. Take this white 
paper, headed “ Government control of railways.” 
Take the first question ?—“ Has the company dealt 
with its Season Ticket Receipts in a similar manner 
to that adopted in 1913? ” 

3369. You think no difference of opinion would 
arise on that? — No. 

3370. The question there is as to whether the 

manner is similar. Do you say that is only fact? — 
There can he no room for opinion there at all ; none 
whatever. And if I might take the second 

3371. I do not want to take the second; take the 
third. He is asked to say whether the company has 
followed strictly the method— do you think that is 
purely a question of fact? — I think so. 

3372. In No. 4 he is asked, “ Has the company 
adhered to Railway Executive Committee Instruction 
No. 89 in dealing with the various matters referred 
to in that instruction ?” — I am afraid I cannot charge 
my memory at the moment with what that instruction 
is. 

3373. What I put to you is this, that in view of the 

fact tha* on all these questions on the agreement there 
have been very considerable difficulties in interpreta- 
tion in interpreting the collective agreement there 

were considerable difficulties which took a good deal 
of overcoming — do . you suggest that the Railway 
Executive instructions were so clear that no difference 
of opinion could arise with regard to their applica- 
tion to individual companies? — I think so. I am 
speaking with consideration, and I think that this 
form and the duties of the investigators do not leave, 
them with the obligation of forming an opinion on 
matters of principle ; it only leaves them with the 
obligation of stating facts. 

3374. Matters of principle may be very big or they 
may he very small. If you take, for example, the 
net receipts agreement, the matter of principle there 
is the principle of blotting out the whole effects of 
the war? — During control, yes. 

3375. But if you take the point of saying whether 
a renewal is a complete renewal or a partial renewal, 
that is a matter of principle of a very much' smaller 

kind? The investigators are not asked to state an 

opinion on that. 

3376. I am not putting that. I am putting it to 
you that while in the collective agreement you are 
dealing with great matters of principle, do you sug- 
gest that in applying the memorandum and the Rail- 
way Executive Committee instructions to individual 
companies that no questions — it may he small ques- 
tions involving small matters — would arise between the 
investigators and the railway companies upon which 
the investigators would have to express an opinion? 

They do express opinions ; there is no doubt about 

that. 

3377. So that they are not only stating facts?— 
Their duties as defined by this schedule are confined 
to stating facts. I rely on them for the facts. 

3378. You said that beyond stating facts they do 
express opinions? — Yes, they do. But while I rely on 
them for the facts, I do not rely on them for their 
opinions. It is very useful to hear what these expert 
railway accountants have to say when a question of 
principle emerges ; hut it is not part of their duties. 

3379. Will you show me in these reports where they 
express opinions? — The investigators do take occasion 
to express their opinions in the course of their reports, 
hut the form of report does not require any such 
expression of opinion. 

3380. Take page 3 on Abstract A; you have the 
question, “ Rave you any observations to make on the. 
claim generally under this head?” — This is abnormal 
wear and tear? 

3381. Yes. What would he stated there? — As to 
facts? 

3382. And opinions also, I suggest to you?— They 
might do so; hut I should not depend oil, any opinions 
expressed by the investigators, 



3383. A little further down the page it says, “ If so, 
are you satisfied?” Does not that involve opinion? — 
Yes, I think that does. 

3384: Then the next one, “ Do the five selected 
weeks . . . form a fair basis? ” Does not that call 
for opinion? — Yes. 

3385. And the next one also? — Yes, that is so. 

3386. In your precis of evidence you begin to 
show how the companies’ claims are presented? — 
Yes. 

3387. I see that the claims for the guaranteed net 
receipts had to he verified by a certificate of the 
companies’ own auditors? — Yes. 

3388. Those are the professional accountants? — 
Yes. 

3389. So that in every case those claims would he 
signed hy the professional auditors? — Yes. 

3390. How many companies were there? — I look 
after 71, and I think there are about another 11 — 
between 80 and 90. 

3391. So that you look after 71, and that leaves 
about another 11 ; are those all under another 
auditor, or are there several auditors? — I beg your 
pardon ; when I speak of myself looking after them 
I mean to say I was acting for the Government as 
consulting accountant with regard to those 71 com- 
panies. The other companies, some 11 in number, 
are companies with which I am professionally con- 
nected, and, therefore, the claims go to Sir William 
Blender. 

3392. Does that really mean then, as far as the 
auditors are concerned, that you and Sir William 
Blender are the professional auditors? — Oh, dear no. 

3393. How many are there then? — Oh, there are 
numbers of them. My own firm, or myself, are 
professional auditors to some 11 ; I think Sir 
William Beat, or his firm, are auditors to another 
10, perhaps; and Sir William Blender does a certain 
number. I think you may take it that all the 
important companies are audited by accountants 
who are regarded as of high standing in the City 
of London. With regard to the smaller companies, 

I think it was stipulated that they should all he 
properly audited by a professional accountant. 

3394. ' There would be, perhaps, about ten or a 
dozen auditors concerned altogether? — Oh, there 
would be more than that. The small companies have 
local auditors as a rule scattered all over the 
country, and, of course, the Scottish companies have 
their own separate' auditors. 

3395. So that the investigator was presented at 
the outset with a claim which was certified hy a 
professional auditor? — Yes. 

3396. As being, in his opinion, in conformity with 
the instructions sent out? — Yes. 

3397. That was the thing he was met with at the 
outset? — Yes. 

3398. Then he prepares his report? — Yes. 

3399. And in this report he sets down certain 
statements of fact, which are based upon the certifi- 
cate that he has obtained from the professional 
auditors? — No, not at all. The investigators also 
examine the books with a view to obtaining the 
information to enable them to answer these ques- 
tions. They do not simply examine the account 
audited by the professional auditor. 

3400. Berhaps we have to go a little further back 
then. The professional auditor, in making up his 
claim, has accepted some certificates from engineers, 
for example. 

3401. But the professional auditor does not touch 
the interest on capital, nor does he touch the arrears 
of maintenance? — No. 

3402. That does not come into the point. — He only 
touches the compensation — the guarantee of net 
receipts, as we call them, or compensation accounts. 
The subsidiary claims, as we call them, the arrears 
of maintenance claim, and the interest on capital 
expenditure claim, he does not examine at all. 

3403. May I put it in this way, the professional 
auditor’s certificate is based on first hand informa- 
tion then? — Yes. 

3404. And the investigator accepts from the pro- 
fessional auditor some statements of fact which are 
embodied here? — No, I think not. The investigator 
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makes liis own independent investigation into the 
records of the company to enable him to answer these 
questions. . He would not accept a mere entry in the 
compensation account because it was certified by the 
professional auditor. 

3405. He does not collaborate with the professional 
auditor? — No, it is an independent investigation. 

3406. All the statements are based on first hand 
information? — The information of the companies’ own 
records. 

3407. What was the object then of the certificate 
of the professional auditor? — In the first place, I 
take it, it was to deal with matters of opinion. The 
professional auditor was supposed to be qualified to 
state whether or not the principles of the agreement 
as amplified in the instructions had been given effect 
to in the account rendered by the company. 

3408. So that his certificate really means that on 
his interpretation of the agreement he certified? — 
He considers that that is a proper claim properly 
drawn up to comply with the provisions of the a°ree- 
ment. 

3409. I suppose there are very many cases where 
questions have been raised after the professional 
auditor liase given his certificate ?_0h, yes, there 

£U’G. 

3410. A great many? — Yes. 

3411. The investigator completes these reports which 

embody, as you say, statements of fact, and also 
contain expressions of opinion from him? Yes. 

3412. And these may leave his hands in this posi- 

tion that they are reports which he makes and to 
winch no objection is raised by the company? Yes. 

3413. They ar e presented then to the Accountants 
ftu b-Gomnnttee, really as being agreed — I mean they 
are things that raise no point of difference? — In those 
cases in which no point of difference is raised they 
would be presented as agreed by the company. 

3414. And the report would be practically an en- 
dorsement of the company’s claim in such a case as 
l h at P — 6s . 

3415. And then it would be passed from the 
Accountants Sub-Committee to you?— Direct to me. 

3416. And then you would be in this position, that 
yoii would have the claim certified by the professional 
auditor? — Yes. 

3417. Who, prior to the war, as a matter of 

ordinary practice, is engaged upon that kind of work 
tor the railway companies? Yes. 

3418. You have that claim with that certificate 

You have accompanying it a report made by an in- 
' re ^ 1 1 g r? t0 . 1 1S lllmself a railway accountant? Yes 

Yes 9 ' And WlUCh raiseS 110 1 uestion of difference? 



3420. And the thing comes before you then?— Yes 

3421. It would reach you directly? Yes. 

3422. So that in cases of that kind what was tin 
course you followed ?_I should examine the whole ol 
the answers to the enquiries ; I should form an opinior 
as to whether further information was desirable from 
t e company, or from the investigators, arising on the 

thhn?n atl0n T med m that re P ort - I shoulc 

t en compare the compensation account with the com- 
pany s own accounts as rendered to their shareholder? 
and see if that comparison disclosed any point? 
upon which I thought information was desirable, and 
if I found that there was no further information 
equned as a result of that enquiry, I should 
simply pass the account. 

3423. Just let me ask you one or two things on that 
which are not quite clear to mo. When you say you 
would examine the company’s compensation account, 

certmedP h6 Ye, m +l h,ng &S th ? r daim which has been 
certified?— Yes, the compensation account is the claim. 

cn^+ 4 ' YoU ! a ? ycm , wo . uk1 compare that with the ac- 
count presented to their own shareholders?— Yes. 

3425. That would be their annual account? Yes. 

™f+' 26 '.|. H o' S a,reafl 7 been done by the in- 

vestigator? — That I cannot tell. 

thfnk 7 so WaS ^ t0 be dOT6 by do not 

3428. That was no part of the investigator’s task ?- 
1 6 "f a PP ear the schedule of questions. 

to S-Tdo **“ *>rm 



3430. It was something which you felt it was oh- 
ligatory on you that you should do? — It was somethiuo- 
that I should do. 

3431. And which, in fact, you did? Yes. 

3432. So that what you had in front of you then 
were documents which, with respect to all matters, 
came from railway sources— I mean the claim came 
from the railway source endorsed by the professional 
accountant? — Yes. 

3433. The report comes from a railway source as a 
report of a railway accountant ?— Yes. 

3434. And the report presented to their own share- 
holders, with which you compare it, is a railway ac- 
count? — Yes. 

3435. So outside of what is coming to you from rail- 
way sources you had nothing? — Oh no. 

3436. Take the case where on the investigator’s re- 
port there arises some question of difference between 
him and the company making the claim ; that goes be- 
forthe Accountants Sub-Committee? — Yes. 

3437. And that Accountants Sub-Committee is ? 

The chief accountants of the principal railway com- 
panies. 

3438. The chief accountants of the companies repre- 
sented on the Executive Committee? — Yes. 

3439. And the investigator himself is a chief ac- 
countant? That is so; he is known as the investigat- 
ing accountant, the investigators being his own clerks. 

3440. So that the investigator may be at one* time a 
person appearing before the Committee on a matter 
on which they have to adjudicate? — Yes. 

3441. And at another time he may be a person 
sitting on the Committee adjudioating on somebody 
else’s claim?— Oh yes, there is no doubt about that. ‘ 

3442. It might very well be that a point raised by 
lnm as a point of difference on a particular claim 
that he was investigating might really establish a 
principle affecting the whole body of claims which 
would come through other members of the Committee? 

I think that is so. I do not know whether the Ac- 
countants Committee have, of their own initiative, 
any rules which prohibit an accountant sitting to de^ 
cide, or rather to give an opinion upon a case in which 
he may be personally interested. 

3443. That is not quite my point. My point is really 
that what the accountants were doing was, they were 
laying down principles which would bind themselves? 
— Yes. 

3444. They might very well be doing that?— Yes, 
quite true. 

3445. Which would not only bind themselves inves- 
tigating the claim of another company but bind them- 
selves in preparing their own claim? — Yes. 

3446. So that they were in certainly a dual 
position? — To a certain extent they were. 

3447. And a very difficult position? — In some cases 
it might be difficult. 

3448. It would require men of extraordinarily well 
balanced and impartial minds? — Of course, account- 
ants are accustomed to this kind of thing. 

3449. Yes; they belong to that class. 

3450. Might I say “ professional accountants?” 

3451. One can quite follow that. I just want to 
ask you upon that, assuming that a report of this 
kind came before that Committee raising questions 
of considerable importance, I understand, from 
what you say, that the process was that the matter 
was to be discussed and the decisions were to be 
recorded on their minutes?— Yes. I want to explain 
with regard to that word “ decisions.” It is only 
a statement of the accountant’s own opinion. I 
have found them very useful, but they are com- 
pletely inoperative unless the company, in respect 
of whose accountant’s accounts there is what I may 
call a hostile decision, agrees; if the company 
thereupon, agrees, then the opinion becomes opera- 
tive, but if the. company does not agree what I get 
then is the company’s statement of their case and 
the statement of the views of the Accountants Sub- 
Committee, but I am not bound by, and in fact I do 
not always act upon, the views expressed by the 
Accountants Sub-Committee. 

3452. I just want to follow this particular thing 
out and then I will come back to that, because I 
think that raises another point. Let us assume 
that a report has been presented upon which some 
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difference of opinion arose ; that it lias been con- 
sidered by the Accountants Sub-Committee, and 
then, if they did what was proper to do, they 
would record whatever decision they came to upon 
their minutes? — Yes. 

3453. The object of that being to make their 
decision available for you? — And for the company, 
of course. 

3454. What would happen then is, you would get 
the claim with the certificate; you would get the 
report upon which the difference of opinion is 
shown? — Upon which the facts are shown. 

3455. And we have also agreed that there is some 
opinion in this report as well as fact? — Not in my 
use of the word. 

3456. Your use of which word? — The word 

“ opinion.” I was referring to opinions as affect- 
ing matters of principle in the preparation of these 
accounts. The investigators are not called upon to 
express any opinions with regard to matters of 
principle in the preparation of the accounts. 

3457. Well, I do not want to go into that at any 
great length. You have already agreed that on page 3, 
Abstract A., for example, there are a number of 
questions involving opinion? — They do not affect 
the principles of the preparation of the accounts 
at all. 

3458. They do not affect the principle of the pre- 
paration of the accounts, but they do affect items 
which elite:' into the accounts. For instance, you 
say : “ Do the jive selected weeks and the periods 
represented by such weeks form a fair basis?” That 
does not affect the principle; it affects the amount? — 
Ir affects the calculation ; has the calculation been 
rightly made? 

3459. It affects the amount? — Undoubtedly. 

3460. And as the claim against the Government 
is made up of amounts it does affect the claim? — 
It affects the amount of the claim undoubtedly. 

3461. It affects the amount of the claim in the way 
in which the opinion is formed? — Yes. 

3462. In the case where a difference has arisen be- 
tween the investigator and the company, and has 
gone to the Accountants’ Committee, what you have 
got is the claim, the certificate, the report, and the 
minute of the Accountants’ Committee? — Yes. 

3463. And on that you complete your investigation? 

- — Yes. 

3464. You have got another item brought in — a 
minute — in addition to what you have on the agreed 
claims ? — Yes. 

3465. That minute in its turn coming again from 
a purely railway source? — Yes. 

3466. Do you know of any case at all in which the 
procedure was not followed, in which the report was 
taken back and altered? — The investigator’s report 
taken back? 

3467. Yes, and any modification or deletion made 
in it? — I have no definite recollection of any one. 
I believe there has been such a case. I daresay my 
assistant, Mr. Seale, would be able to remind me. 
I have a sort of recollection that there has been a 
case.* 

3468. If that did take place, then, of course, when 
the papers came up to you you would have nothing 
to arrest your attention or nothing to draw your 
mind particularly to the the question that had been 
in dispute. You rely entirely on the papers? — En- 
tirely. 

3469. And if it is not on the papers ? — If it is 

not on the papers, and it does not happen to turn up 
on my comparison of the compensation accounts with 
the published accounts, I have no further means of 
raising any questions at all. 

3470. Take the case in which the Accountants’ 
Sub-Committee have disagreed or rather in which 
their decision has not been accepted by the company? 
— In that case I believe it is usual for the case to be 
remitted to what is known as the Compensation 
Accounts Sub-Committee. 

3471. When you say you believe, you must say that 
you know, do you not? — I know that that has been 
the case. I am not sure that it has been in ever;’! 

* The Witness subsequently amended this reply ; 
vide Appendix XXII. 
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case, but I believe that to be so. I know no case to 
the contrary. I know no case in which the opinion 
of the Accountants’ Sub-Committee has not been 
eventually accepted by the railway company, which has 
not then been remitted to the Compensation Accounts 
Sub-Committee. I know of no such case, but I must 
not be asked to state exactly what are the proceed- 
ings of a body of which I am not a member. 

3472. Of course, I am basing my questions on your 
precis. Do I understand then with regard to the 
procedure that jmu lay down here as having been 
follolved, that you are not sure whether it has been 
followed? — I believe it has been followed. 

3473. But you do not know that it has been? — I 
know nothing to the contrary. 

3474. That was the procedure which was laid down 
and you expected it to have been followed? — Yes, and 
so far as I am aware it has been followed. 

3475. Then when it went from the Accountants’ 
Sub-Committee to the Compensation Accounts’ Sub- 
Committee that sub-committee consisted of two mem- 
bers of the Railway Executive and members of the 
Accountants’ Sub-Committee; they consider it and 
again they record their decisions by minutes? — Yes. 

3476. So that you have got -four stages, first, your 
professional auditor? — Yes. 

3477. Second, your investigator? — Yes. 

3478. Third, your Accountants’ Sub-Committee? — 
Yes. 

3479. And fourth, your Compensation Accounts 
Sub-Committee? — In certain cases. 

3480. And at no one of these stages do you directly 
participate? — No. 

3481. You have nobody present at any stage? — No. 

3482. And your subsequent confirmation depends 
entirely upon papers which reach you from one source 
alone? — Yes, until I raise any questions myself 
direct with the company, and in a few cases, which 
I think I have referred to, I find it necessary to make 
my own investigations upon the spot. 

3483. Am I right in presuming this, that agree- 
ment at any stage (1 mean, for instance, between 
the investigator and the professional auditor) would 
weigh with you in your final confirmation ; if agree- 
ment had been come to all through, your general 
tendency would be to accept that? — No, not in the 
least, I am sorry to say. I think I know more about 
these railway accounts than any of the professional 
accountants, and perhaps I may say the same for Sir 
William Plender, and I think I know more than the 
investigators. I do not think anything would really 
weigh with me except as to the honesty of the state- 
ments made as to fact. I should be inclined to accept 
any statements of fact they make. 

3484. As you are in a way a sort of highest Court 
of Appeal on this thing, were there many cases in 
which you upset the decisions of the lower Courts? — 
Not a great many. 

3485. And those)' would be important questions? — 
They would be important questions as a rule.. 

3486. And not many of them? — I am just thinking 
— no, I should say not many of them. 

3487. If there are not many of them, and they are 
important, could you help the Committee by telling 
us what they were? — I think you must give me notice 
of that. Are you speaking of cases in which I differed 
from the Accountants’ Sub-Committee? 

3488. No. What I gathered from what you said is; 
that there are not many oases? 

3489. It is question 2988: “ You do not go to the 
railway companies themselves to examine the 
accounts? — ‘j.4) 1 have only been where 1 thought it 
necessary. I think there are not more than four cases 
altogether where I thought it necessary to make an 
inquiry myself on the spot. They were cases of con- 
siderable importance.” Does that refer to the same 
thing P 

3490. I did not see that. Apparently I have 
approached by another road and got to the same 
point'? — No, not exactly. I think there are certainly 
more cases in which I have eventually differed from 
the Accountants’ Sub-Committee. 

3491. I think those were the class of cases you 
mentioned, were they not? — Yes. 

3492. The cases where you differed from the 
Accountants’ Sub-Committee were cases where, when 
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they finally came before you, you have upset the 
decision, wherever it came from? — Yes, quite. 

3493. Lou say at present you cannot give us those, 
so I must just ask that we can have them at another 
time. These four cases which you speak of at 
Question 2988 are not the same cases that I have 
been referring to? — They are cases in which the 
matter has been left to me by the Accountants’ Sub- 
Committee ; they found it themselves too much a 
matter of controversy to deal with. 

3494. The cases I was referring to were cases which 
you had upset, but these are four cases where they 
could come to no agreement? — Yes. 

^ 3495. And it was ultimately left to you to decide? 

There are many cases in which they left me abso- 
lutely to decide. 

3496. Would you ask the witness what was the 
whole number of cases out of which the' four cases 
arose ? 

3497. That is on this second class of case, not the 
concrete cases about which I was asking you, and 
which you say are not many, and of which you will 
give us particulars?— I did not say I would give 
particulars. 

3498. Well, may I ask if you will give us particulars ? 
— I will consider it, if you please. I should like to 
see what these cases are. 

3499. Let us be quite clear on that before we leave 
it. You say that there were some cases, not many, 
on which you found it necessary to upset the decisions 
of these people? — To disagree with their views. 

3500. And I have asked you to give these cases, and 
your answer is that you will consider whether you 
will give them? — Yes. 

3501. On these other cases which were left to you for 

your decision, were there a great many cases? I 

should say yes, a fair number. 

3502. How can we get at it— 100? — Oh no, I can- 
not do it in that way. If you had given me, as I 
••equested, notice of any questions on details of this 
sort I could have been prepared with useful informa- 
tion. I am not prepared to speak from loose memory. 

3503. My colleague takes your answer to be that 
there were four cases. What was the total number 
of cases involved out of which you objected only in 
four cases? — I do not think I said I objected in only 
four cases. 

3504. I beg your pardon. You say you had four 
cases where you thought it necessary to inquire your- 
self on the spot? — That, of course, is a very different 
matter. 

3505. Out of what number do you think? I can- 

not answer these questions. It would probably occupy 
weeks of work. I did hundreds and hundreds of these 
cases. I should have to form an opinion on every 
question raised by the Accountants’ Committee as to 
whether I had eventually agreed or eventually dis- 
agreed. It would occupy me weeks of work. I am 
asked how many cases are there in which there has 
been a difference of opinion; how many cases in which 
that eventual difference of opinion has not been dis- 
posed of. 

3506. Might I explain? What I was asking on your 
answer to question 2988 was, you were asked: “ You 
do not (jo to the railway companies themselves to 
examine the accounts?” I think you have made quite 
clear what your course has been. You say: “ I have 
only been where I thought it necessary. I think there 
are not more than four cases altogether where I 
thought it necessary to make an inquiry myself on the 

spot; they were cases of considerable importance.” ? 

Yes. 

3507. The question I was endeavouring to ask you 
was as to what was roughly the total number of cases 
of this kind out of which your four were selected? 

I am not quite sure if I understand what is meant 
by “ cases of this kind.” 

3508. The four that you mentioned ?— The only 
distinguishing characteristic of those four cases is that 
either I or my assistant went down to the railway 
'•nmpany’s office and examined into the documents on 
the spot. 

3509. That resulted from these reports that you had 
had, did it not? — Yes, 



3510. How many reports do you think that con- 
cerned — 500? — I am still not quite sure that I under- 
stand the question. 

3511. You gave four cases which you said you had 
made further inquiries about? — I sent down or went 
down to the railway company myself. 

3512. On four? — On four; I think as a matter of 
fact there were five occasions. 

3513. What number was involved in that case; was 
it 500? — I cannot understand what you mean by 
“ what number was involved.” 

3514. I was wondering, supposing you had five cases, 
what was the total number out of which those five 
arose? — Five cases where I went down to the railway 
companies themselves. 

3515. But it was on the reports that you went down 
to the railway companies? — I went down as a result 
of a question which originally appeared on the in- 
vestigator’s report, afterwards came to the Account- 
ants Sub-Committee, and so came to me. Well, the 
number of points before the Accountants Sub-Commit- 
tee which have come to me are hundreds, but I am not 
sure that that is exactly what you want. I am anxious 
to answer exactly the questions that are asked me. 

3516. You know that there is really a very deep 
point in what my colleague is asking on this? — I am 
sure there is ; that is why I am so anxious to be de- 
finite, and to say nothing but what is absolutely the 
truth. 

3517. May I ask you on that last point, did you only 
get before you the whole year’s claim for a company, 
or were there continually coming before you individual 
points affecting claims? — No, only the claim itself; 
at one moment the claim with all the documents ar- 
rives at my office. 

3518. How many companies are there? — Between 80 
and 90. 

3519. And there- are how many years of those six? 

— Six. 

t 3520. So that 480 claims would be the amount? — 
There would be 480 compensation claims, and in ad- 
dition there would be, of course, the supplementary 
claims for arrears of maintenance and interest on 
capital expenditure. 

3521. What I wanted to get out there was this: I 
had not gathered from you that it was the practice of 
the Accountants Sub-Committee to refer individual 
points to you. When the investigator came before 
them and they could not decide, was it their practice 
to refer that specific point to you, and get a decision 
from you? — No. What they did was to send me their 
minutes. 

3522. But on the whole claim? — Yes.' Would you 

like to see the kind of thing I got. ( Document 

handed.) 

3523. On this dossier you would certify or other- 
wise; you would come to a conclusion on this dossier ? 
—Yes. 

3524. And it is on these dossiers that the four cases 
arose? — As a result of those. 

3525. And we have it, apart from the question of 
arrears of maintenance and that sort of thing, there 
would be somewhere about 400 or 500 of those in the 
period? — Yes. 

3526. And out of these some four cases are cases in 
which you felt it necessary to make an inquiry your- 
self on the spot? — Yes. 

3527. In all other cases you felt able to come to your 
conclusion on the basis of the papers put in front 
of you? — Yes. 

3528. So if it is suggested that there was what 
could be described as an adequate independent audit 
by the Government Accountant of the whole of the 
railway accounts, it rests upon an examination of these 
papers? — Upon the facts that I have told you. 

3529. Papers coming entirely from railway sources, 
and may I put it to you that really' what the Govern- 
ment had in the way of an independent audit was the 
application of your own very considerable experience 
of railway matters to an examination of railway 
papers? — That is so; that is a fair and clear descrip- 
tion, of what my duties are. 

'3530. That is the full extent? — Yes'. I think you will 
find that my duties are limited in that way by my in- 
structions. 
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3531. Looking for an analogy, you are something 
like the Judge Advocate-General — you perhaps do 
not quite follow that? — I am afraid I do not know 
what his duties are. 

3532. He hears no evidence ; he is not present at 
any proceedings ; he forms a conclusion merely upon 
the papers that are put before him and his own 
experience? — No. The documents I have given you 
are the beginning of the investigation on my part ; 
the documents which have accumulated since that 
are here. 

3553. Let us see what that amounts to. Is that 
on this particular claim? — Yes. 

3534. On that one dossier? — Yes. They begin by 
inquiries which I make direct to the Accountants 
Committee myself. This particular case I have 
selected as being a big one ; it is a Scottish case. 

3535. It is an important case? — I have selected 
it as being a large and important one. 

3536. An unusual one? — I have also brought 
another one which I asked my assistant to select as 
being a small one, and one involving little trouble. 

3537. Is that out of the four? — It is not. 

3538. And is this first one one of the four? — No. 

T selected two cases in order that the Committee 
might have the two classes. 

3539. The one you have given me is at one end 
of the scale and yours is at the other end? — Yes. 
In the one case eventually I got into correspondence 
with the accountant of the company itself, and I have 
had interviews with the accountant of the company, 
and also his subordinate officers. 

3540. May I just put this to you, that if there 
was no matter upon which you ha'd to investigate, 
this small one is the normal dossier? — That is rather 
small ; that is the normal dossier if nothing appeared 
to arise. 

3541. Well, I think it is rather upon the normal 
dossier for the moment that we want to proceed. — 
I should say that the ordinary dossier would lie 

‘ midway between the two ; this one is a very small 
company. 

3542. Subnormal, or abnormal? — At all events, 
this is a small case. It is a small company with 
little arising upon its accounts. 

3543. It is a case in which there has been very 
little trouble? — It is a case in which there has been 
very little trouble; I doubt if there is any corres- 
pondence. There is a little correspondence, I am 
told, but not much. 

3544. You are going to take one of the four cases 
where you had to make inquiry for yourself? — It is 
one of the companies in which I had to make in- 
quiries. I am not sure if this particular year is 
the case when I sent down to the company’s own 
office. It is a case of one of the Scottish com- 
panies, who are extremely tenacious of their rights, 
and the consequence is that there is a big dossier 
every year. 

3545. If you would not mind just indicating what 
did transpire, what sort of enquiries were made, I 
think that is what we should like to know ; I do not 
want you to go into it in detail ? — You see I have not 
the slightest recollection of this case. 

3546. Let me put it to you as a general question? — 
Here is a letter six pages long ; it is about six months 
ago. Some of the points raised have been disposed 
of, and some are still going on. 

3547. I did not want to do that; I simply wanted 
to ask you this question, whether in making your 
enquiries you go outside the original sources of youi 
information? — I should say not; I have no recollec- 
tion of this case, but 1 should say not in this par- 
ticular case we are talking of. 

3548. In that particular case you did not go^ out- 
side the original sources of information? — I doubt it, 
but I should have to go right through the dossier to 
make sure. I should imagine that all the points that 
have formed the subject of this correspondence are 
originally indicated on that letter which you have 
before you now. 

3549. Can we ask your assistant: had he to deal 
with that? — I do it eventually myself. 

3550. Perhaps I may just ask him one question ; 
it is rather an important point. (To Mr. Seale) : Do 



you go outside the ordinary channels, that have been 
spoken about, in your investigation of this matter ? — 
(Mr. Seale) : Yes, by the enquiries which I suggested 
in the course of the examination of the accounts 
should be made, which are not in any way in the 
investigator’s report. 

3551. I want to ask now one or two questions about 
what has transpired since the Ministry of Transport 
was formed. A number of matters have been raised 
by the Ministry of Transport in connection with 
claims? — (Sir Albert Wyon): Yes. 

3552. You are aware of that? — Yes. 

3553. Are you aware of the nature of the points 
that have been raised b.y the Ministry of Transport? 

I have been in constant touch with the Ministry 

since its formation. 

3554. You are fully conversart then? — And they 
form the subjects of discussion with them now. There 
were the 14 points which have been reduced, like 
other points, to 8 now. 

3555. What I want to know is, are these points 

that have been raised by the Ministry of Transport 
new points to you? — No, I cannot say that any of 
them are new. . . 

3556. They were all raised prior to the Ministry 
of Transport? — They would eventually all have arisen, 
and some had actually arisen. 

3557. And on those that had arisen you had given 
decisions? — No. Many of those were already under 
consideration. If you would like an' instance I could 
easily give one. 

3558. I do not know that an instance would be 
necessary? — I could give an instance of the kind of 
thing that was under consideration at the time the 
Ministry was formed. 

3559. Some matters you say had actually arisen 
prior to the Ministry ; some of the questions with 
which the Ministry is now concerning itself had 
actually arisen before? — Yes. 

3560. And had come before you for settlement? — 



For settlement, yes. 

3561. You had given an opinion on them?— In some 
cases that may have occurred; I am not quite sure. 
There may be one or two cases in which an opinion 
had already been given and which has now been re- 



opened, but I think not. 

3562. Would it be possible for you to give this 
Committee particulars of, not new questions which 
nave been raised, but questions which are now being- 
raised which had come before you prior to the 
Ministry of Transport, and on which you had given 
some decision ? — On which I had given some decision . 
ind which have now been, what I may call, re-opened 
bv the Ministry? 

' 3563. Yes. — I think I can do that, yes, it there 
are any such ; I am not sure that there are. 

3564. I have only one or two general questions 
which I should like to ask. Would you mind looking 
it the letter of the 7th December, 1914, which was 
written by Sir William Marwood of the Board of 
Trade? 'it is contained in the precis of evidence 
which you have submitted. Would you agree with 
this view of that letter, that the general aim (I am 
not criticising it one way or the other at the moment) 
was simply to adopt, as far as possible, all the 
existing machinery of railway companies in the 
matter of audit? — Yes. 

3565. And to ask you to occupy a general position 
of supervision which you refer to just a little^ latei 
—the position of Consulting Accountant; but it was 
obvious from this letter that the intention simply 
was to take the whole existing machinery. I am not 
suggesting that anything else could be done, but 
that was the intention of the letter? — That was the 
intention evidently. 
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3567. Towards the end of the Board of Trade 
letter, they simply say that it would be desirable that 
vou should satisfy yourself prima facie that the in- 
structions, &c., have been duly carried out; and then 
they indicate certain points such as depreciation, 
and maintenance, and one or two others which might 
require special attention. Could you give us any 
idea of that general instruction, and as to the use 
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of the phrase “ primd facie,” and so on; does that 
indicate a general survey of the accounts? — I under- 
stand that that indicates that I was not expected to 
go further than to assure myself, on the basis of what 
has just been described as the dossier, that these 
regulations had been complied with. 

3568. I propose now to go back to the early part of 
the precis where you refer to the discussions by your 
late senior partner of the instructions contained in 
this original memorandum. Probably it is not a 
question that one could press, but could you tell us 
anything regarding the notes that he left as indicat- 
ing the consideration of the rules or of the instruc- 
tions? Did they raise any possibility of difficulty 
or interpretation, or anything like that; what gener- 
ally was discussed? — I am afraid I have not brought 
the memorandum with me. I see that I have a mem- 
orandum here prepared by my assistants of exactly 
what we have. We have got the letter from the 
Board of Trade to the late Mr. Fowler enclosing draft 
memorandum of instructions and detailed notes of 
points for discussion prepared by Mr. Fowler with 
marginal notes of an interview thereon with the 
Board of Trade, and then there is some corres- 
pondence.* 

3569. But what the discussion was you could not at 
the moment tell us? — At the particular moment I am 
afraid I cannot, but I could find these marginal 
notes.* 

3570. Then towards the beginning of the precis of 
evidence you make some reference to the basis of 1913. 
You state: “ The standard taken was, as 1 have indi- 
cated, the net revenue receipts under certain heads 
as shewn by the published accounts of 1913. There 
has never been any investigation into the accounts of 
that year with the object of ascertaining that the net 
receipts so shewn represented the actual profit earned 
in 1913,” and so on. The 'only question I wish to 
ask on that is whether in the whole course of your 
investigation anything was ever done to analyse 
1913? Did anything arise which made that necessary, 
or which would throw any light on it at all? — There 
may have been cases in which the practice of 1913 
has been used as a ground for similar practice during 
control, and there is one case of considerable import- 
ance in which the views which I took, and which are 
based upon this broad principle that I set out here, 1 
am sorry to say I have been told by the Law Officers 
of the Crown are wrong. It involved a very con- 
siderable sum of money, and I am sorry to say I re- 
tain my opinion. 

3571. Would you tell us what that case was? — It 
is known as the 4 per cent, increase in the goods 
rate; perhaps I might explain it. 

3572. It has been mentioned to the Committee. It 
is a case where we speak of £4,500,000? — Yes. 

3573. May I ask if there was any other point of 
substance upon which you had occasion to attack or 
question 1913 as the basis? — I think we have always 
adopted 1913 as a fair guide as to the method which 
a company should adopt in the preparation of its 
accounts. There was one other case in which a com- 
pany in 1913 had made a very large deduction from 
the traffic receipts of that year, and they claimed that 
they should make a similar deduction throughout con- 
trol. I objected to that at the outset. Eventually it 
was discussed very fully by the Board of Trade and 
with the Treasury, and they agreed in the circum- 
stances that the company might be permitted to make 
this charge throughout control. There is another 
somewhat similar case. In the case of the same com- 
pany there was a second claim of a similar kind 
which again I took exception to, and in this case I 
was successful. 

3574. Apart from those, in every case, of course, 
1913 was accepted? — There has never been, I under- 
stand, any intention to ascertain whether or not 
the net receipts for 1913 were really equivalent to 
the net profit. As I understand it, the basis of com- 
pensation was merely a fixed figure, whether the figure 
represented the net receipts for 1913 or not. It is 
on that ground that I still hold the view which I 
have explained with regard to the 4 per cent, increase 
in goods rates. 

* Vide Appendix XVI, 



3575. I think I have got the general structure of 
investigation more or less complete; it began with 
investigators, accountants, and accountants sub- 
committee? — It began with professional accountants. 

3576. Yes, that was explained to- my colleague. 
Then towards the end of your precis, again in the 
letter of the Board of Trade of the 7tli December, 
1914, after reference to the instructions reference is 
made to special points such as withdrawals of stock, 
transfers to and from special funds, depreciation and 
maintenance, and what not. Much of that must have 
turned obviously on, the technical skill of the com- 
panies, and of the technical advisers, the practical 
men, as we call them ? — They are really all matters of 
account which an accountant is perfectly competent 
to pass upon if his information is corrects 

3577. "What I want to bring out is this : in any 
controversy arising on issues of that kind, was 
there at any time anyone in a practical or a 
technical capacity who would be associated — some- 
one other than the railways? — Whether anybody 
would have been in a position to carry out a 
detailed audit of these claims? 

3578. Where there were any separate technical, 
or practical people, to put it quite bluntly, who 
might be held to represent the Government; who 
were not railway people? 

3579. The engineer, for instance? — No. 1 am not 
sure, but I think all these points are matters of 
account. 

3580. My impression, after all the questions that 
my colleague has put is this — that up to a very 
important stage we have relied entirely and exclu- 
sively upon the railway companies? — Upon railway 
officials ; not, of course, upon the claimant company 
or its officials, but on persons who were in the rail- 
way world, if I may call it so; I am afraid, for a 
very good reason — there was nobody else competent 
to do it. 

3581. Suppose a very large question arose on • 
accounts, which was a question for the auditor or 
accountant, and it involved really practical or 
technical considerations, would it be referred to some 
engineer? — I never refer any question of account to 
an engineer ; I do not think he is competent to 
pass judgment upon it. 

3582. But supposing it involved a practical ques- 
tion ; supposing it turned on facts? — Well, yes. 

3583. In your experience, was there ever any 
reference of that kind? — No, there was no reference 
so far as I know. I feel sure there was none, or it 
would have come to my knowledge. 

3584. Then, turning to the latter part of your 

precis, where you refer to disputed claims, I am not 
sure that my colleague had this particularly in 
mind, but was there any large question of principle 
involved in these disputes, or what was the subject 
matter of the controversy: “And there remain 

outstanding a relatively small number of disputed 
claims which may be referred for settlement to the 
Itailway and Caned Commissioners”? — These are 
claims which have actually been raised, and on which 
I am unable to come to an agreement with the rail- 
way companies. There are a relatively small 
number. There are one or two cases in which notice 
has already been given that they intend to go to 
the Railway and Canal Commission, but, of course, 
there are a very large number of cases in which no 
decision has yet been reached. There are some in 
which I have said my last word, and the company 
has said its last word, and those last words differ, 
so that in those cases, if the company pleases, it 
can go to the Railway and Canal Commission. They 
may prefer not to. Of course I have certified for the 
lower sum. 

3585. It is, perhaps, not a fair question to ask you 
if you could remember off-hand and simply state 
the heads of the subject of controversy? — The nature 
of the case? 

3586. Yes — There is a case in which two companies 
in the North of this island have dealt with a sum 
received by the one and paid by the other in dia- 
metrically opposite ways. Tlie company which 
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received the sum placed it below-tke-line ; the com- 
pany that paid the sum placed it above-tlie-lmo; 
with the result, as you see, that the Government 
has to pay to the company which places the expendi- 
ture above-the-line and does not receive the amount 
from the company which places its receipt below- 

the-line. . T . 

3587. We have had that case m evidence < — I nave 
come to a decision as to which of the two com- 
panies was right, and I failed to convince the other 
company which was wrong. 

3588. Might I just ask you on that point, at what 
stage in the process that I have been going through 
was that question raised? — On the investigator s re- 

P 3589. The investigator raised it at the very outset? 

Yes. 

3590. Was that a case raised before the Ministry 
was in being? — That I am not sure of.* 

3591. Was it raised by the professional accountant? 

It was not raised by the professional accountant. 

I cannot recall for the moment precisely how it was 
raised, because, as you will understand, it would only 
necessarily appear if the two claims are examined side 

by side.* . , , 

‘ 3592. You do not know whether it was raised by 
the investigators now at work? — It certainly arose 
upon the investigator’s report. . 

3593 You do not know whether it was the investi- 
gator of the Ministry, or the investigator under 
the old conditions?— Oh, the railway company s in- 
vestigator ; I have no doubt about that, because, so 
far, I have had no reports at all from the Ministry s 

investigators. . 

3594. In that case as the question _ arose on two . 
separate companies’ accounts they might not have 
come together, and the point might not have emerged 
until they reached you? — That is so.* 

3595. Might I ask you whether you have in youi 
mind a case of a railway company that placed an order 
for some locomotives with a German firm befoie t e 
war?— I am afraid this sounds like a company with 
which I do not deal. I know the facts from hearsay. 

3596. I am not going to ask you on the merits ol 
that case; it is only to follow on my colleague s point. 
Do you know at what point the question was raised 
in that case ? — No, I do not, because as I say, I feel 
sure it is a case which has not come before me That 
happened to be a case of a company which fell William 

3597. In Sir George Beliarrell’s evidence there are 
two cases mentioned ;+ I think probably one of them 
will be the one to which you refer. It went 
first to the railway accountants, then it went to the 
Sub-Committee, and then it came to the Government 
auditors He said: “ The accountants agreed with 
our view in the first case, but in the second case they 
had not found it out; we discovered it ourselves . 

I do not know what he is referring to. . 

3598 It may be the same case as you are referring 
to, a case of rent charged _ above-the-lme in one 
case ? It is not rent; it is a toll, as a mattei of 

fa 3599. Then it appears to be the first case quoted by 
Sir George Beharrell. 

' 3600. Do we understand that you had some personal 
connection with the Pink Book?-Only m its last 

stages. After the principles had ^V^^hTthe 
was asked to express an opinion as to whether the 
Pink Book as drawn up carried out those princip . 

3601. Could you tell us what m your opinion, was 
the justification for allowing the railway companies 
interest upon works brought into use subsequent to 
control?— I thought that the compensation originally 
agreed upon was intended to be _ compensation on y 
for the undertaking as it existed m working oidei at 

the date of taking over . . ■ f 

3602. And you were of opinion, theiefoie, t a 
the railway had been extended by the addition ol new 
plant they would be entitled to have some correspond- 
ing increase in their net receipts ?-I was not asked 
to express an opinion upon the subject, you lemembo , 
but as a matter of fact I do think so. 

* The Witness subsequently amplified these replies : 

vide Appendix XXII. { 0 „ j rw 

f No. 587 in Minutes of Evidence of 2nd Day. 



3603. As a matter of fact the railway companies 
never raised any fresh capital during the period d a 

they? 'Yes. There were some issues of capital at an 

ear ]y' period. 1 know the South Western issued a o 
percent, redeemable preference stock, and there weie 
two or three others. 

3604 To any substantial amount? Yes. I thin ie 
South Eastern did; I am not sure. Anyhow, they have 
to find money from some source, either Horn advance 
from their bankers, or from any Paymeiits the 
Government may choose to make them foi aneais ot 
maintenance. 

3605 Supposing they found the whole ot that n 

creased capUal ed rf A. ttat .» i«»d to 

the Government, the Government would be finding the 
capital, and at the same time allowing the companies 
interest on the same capital?— res. 

3606 Is that strictly fair?— It is not a good bargain, 
but I may caU your attention to the fact which I men- 
tioned earlier in the day, that I drew the Boaid of 
Trade’s very particular attention to the fact that tt y 

munication to the Board of Trade upon the subject 

3607. Would you mind getting the date of that 
raising of fresh capital? 

3608. He said early m the Mar. , 

-(Witness) : I am afraid I cannot give you the exact . 

date. i o 

3609. It would undoubtedly be very early.’-*®. 

3610. No doubt it would be fair to allow 'J n _ 

whatever form it is introduced, 

ditional interest. . . -.p rpo -ard to capital 

3611. When this provision with _iega ^ Qf ^ 

was under consideration, was n because 

j. 

authorisation of the Government-! assnme s 

3M 2. S«PPO,i ;E . “” P So “ .t ."»ld 

at a cost of, let us say, 000? — Yes. 

S »«.d .0 

4 ^^Ty^ar after they scrap 100 wagons, but^ they 
wagons ? — If they reduce their stock. 

*15. » - -s 

question at the moment I should want to consider 

a case did 

happen, but we will take another^ ca^,abou^w^^^ 

paid'the ^rMlway^ompanies, at least, £2,000,000 for 
shins that Avere lost? Tes. , 

3617 They then enjoyed the interest below-the-lme 
upon that £2,000,000? Yes. 

3618. And the net receipts have . been m y 

affected?— They get the money foi the ships 
they get the hire for them at the same time. 

3619 It is an improvident bargain. It is n ° ‘ 

C ° 3620 te i)o you think that the result falls within the 

Jt of general principles you understand as undei- 

] \ b lt I' have-not 1 terite argument adduced on 
S^er side, hut on the facts before me it seems 
to me that the railway company is 1 ® c ®' vmg , • 
a vessel and also the capita 1 vaJue at the same t^ 
It 'is like paying rent foi a house arte y 
bought it. 
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3621. There were several eases, I think, where lines 
were pulled up in this country and transferred to 
r lance? — Yes. 

3622. And in spite of that they still enjoy the net 
i ooeipts upon the new line ? — Yes, but that surely is 
reasonable, is it not? 

3623. 1 think you are right; that is reasonable; 
but that is the fact? — Oh, yes. 

o624. The rails were sold and they got the money. 

3625. But they went to France, did they not? In 
another case where a railway company built a new 
station and were entitled to interest upon its cost 
in the ordinary course of business they let the walls 
to an, advertising contractor and the platforms to 
Smith s, and so forth ; the receipts all went below-tlie- 
line? — Yes. 

3626. Does that seem quite just? — 1 think so. Of 
coin se, the 4 per cent, is a very low rate. 1 was not 
present at the time that they fixed that rate, but I 
believe it- was fixed as being the ordinary rate of 
income, which might be expected to be derived from 
i ailway working. As to whether that railway work- 
ing included the receipts below-the-line, as we call 
them, I do not know. 

3627. It is a small point? — Yes. 

3628. But there is a question of principle involved? 
— res. 

3629. That if the Government pay interest upon 
t.ie total cost, they should not enjoy the profits 
resulting from the new piece of plant to the full? — 
r es, the whole of the profit, if tlie interest is intended 
to be a fair measure of the total income the companv 
might expect to derive from that particular capital"; 
if it was supposed to be inclusive the Government is 
entitled to the increased revenue. 

3630. If it Had been an allowance in respect of new 
capital that the company had to raise, that argument 
would have been fair, but in this case with the excep- 
tion, of a certain amount of capital which was raised 
as you say early on in the war, the whole of the 
capital was in fact found by the Government itself? 

1 saould say that was probably so. 

3631. That is another one that was not a good 
baigain either? No. It all arises on this arrange- 
ment for the payment of arrears of maintenance 
before they are done. 

3632. It was not a good bargain?— Well, I did not 
ike it, because it seemed to me illogical. It is always 
dangerous to set off two blacks against one another 
m^tlie hopes that they will make white. 

3633 [Tp to the date of r,he Pink Book, November, 
.7 ™ e railway companies were not entitled to 
leeeive any interest upon increased plant? — No. 

3634 And that arrangement was made in the light 
Ox the then circumstances? — Yes. 

353d. Perhaps this is a legal question, but if it is 
an arrangement made in the light of the existing 
circumstances, would it be unreasonable for the 
Government, do you think, to seek to review it when 
the circumstances have changed ?-I am not sure how 
iai the Pink Book really does constitute an agree- 
mcnt. I notice that the Pink Book is headed 
differently from the ordinary memoranda of in- 
stiuctions: Supplementary clauses to agreement.” 

l fui ther notice m the correspondence that the agree- 
ment of the railway companies was obtained to these 
clauses I think that document, the Pink Book, is 
in a different category from the instructions. 

o636. But there was no consideration, apparently 
.or these concessions. As we heard this morning, this 
book was constructed in response to demands of the 
l ailway companies for concessions which they claimed 
they were entitled to under the circumstances which 
■ then existed ?-Yes. I think there was no considera- 
tion given for those modifications. 

tbe 6 rlil lfc really Was il set of clauses extending to 
the railway companies certain concessions upon the 
trims that they had enjoyed before? — Yes. 

3638 We are told that at the present time the 
r “ I “ ■”«; » « ■ »n- 



3639 Have you any idea?— I am afraid 1 have no 
idea of tlie figure. 

3640 Have you any idea of the sort of sum which 
is involved m this interest on new capital duriim 
the previous years of control?— I am afraid 1 cannot 
give any figures, and I do not think Mr. Seale could 
because these claims come before us very piecemeal’ 
and m order to calculate the interest allowed for a 
particular year one would have to tabulate and 
analyse these claims. 

3641. Supposing the receipts below-the-line were 
“° re + tkaa , the y were at the commencement of 

eni!!°+l "° uId seem i ust that the companies should 

Z y ;!!? } mea ™ r , e of thelr net receipts and pos- 

sibly interest on additional capital? — Yes. 

3642. The inequity only commences when the re- 
ceipts below-the-lme begin to become substantial?— 

, X thank so. It is an indication that there may 
be inequity when the receipts below-the-line be°lii 
to rise seriously. *= 

3643. If the receipts below-the-line are only the 

iusT tbnt t. rmg ^ Standard P eriod . ^ would seem 
just that the, railway companies should enjoy their 

* i if ce !P ts Without any question at all?— Yes 

roikn 4 \ I ? Url +ir f he eiU ' ly P eriods of control the re- 
ceipts below-the-lme were inclined to fall off? That 

may be so. ' 

3645. In the negotiations which resulted in the 
exclusion of the below-the-line receipts an argument 
was put forward that it would be to the benefit of 

to i” ’ ues those receipts were like| y 

3646 And consequently during that first year or 

and the B T* d ’ migllt not the Treasury 

of d thA ] B T+1 ° f Ti rad6 b<3 leSS likely t0 raise Points 
of this kind than they would have been if they had 

appreciated that the below-the-line receipts were 
going to increase substantially?—! think so Of 
below-the-line receipts have increased 
substantially, I believe, on account of these pay- 
ments on account of arrears of maintenance; it all 
unis upon that particular agreement, I think. 

3647. That dates from the end of 1915? Yes. 

rh d6 a 48 ' And Pillk Book and the continuance of 
before the 8 bei ma fh^ tenance payments were all settled 

aDmeriabW? b ? W L he m rie r6cei P ts began to increase 
appreciably ?— I should imagine that to be the case • 

I have not really compiled the figures myself ‘ ’ 

no?S; It Y mPreS n ed ? y miud as being rather im- 
latinff to t p" notice that the negotiations re- 
I think ^ J I B ° 0k 0pened at the end of 1915, 
Yes k, d contlnued during the spring of 1916?— 

iiJ 6 ^; & p. kka ^ tke Trea f ar y, if they were consider- 
m the Pink Book, would have in their minds the 

th^9i^s’is a r nts up to a peri ° d not iater 

in retard' tf ^ f ™ m tbe Treasury is written 

“ regard arrears of maintenance on the 26th June 
1917, in which you will remember they agreed to 

'V" 811 the — ° f -aiirtcnlce 

At that date the Treasury might have had in their 

°° mpaui - up * 

date were practically the same as during the pro- 
fit w P T 1 ° d '~ They are beginning to show a sub- 

St;? “2 60? 000 “ 1913 * £2 ^,000, 

like £300,000. ’’’ “ mCreMe ° f some thing 

Iit+bf'n 1 think ’ n previous yeai ' s ib had been less?— 

In the previous year, 1915. 

aveSge S for tl thL aS + L ° f faot > if yoa take the 

verage foi those three years, 1914, 1915 and 1916 

war fiturefp-Yes WSre practioaUy the, pro! 



* Vide Appendix V. 
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tho Treasury, and which would have its due effect 
upon their decision in granting these concessions? 

Yes. 

3656. Where does income-tax get charged in those 
accounts? — It ought to be charged below-the-line. 

It does not form a charge against the Government. 

3657. That is quite clear.— Quite clear. It is a 
little contrary to our principles, but where a com- 
pany made a charge for income-tax in 1913, we have 
allowed them to make a charge of a similar amount 
during control. It is a little contrary to our prin- 
ciples; it was established before I was appointed; 
but there is no substantial harm done by it. 

3658. That is because they made that charge in 
the standard period, and you allow them to make it 
again? — Yes, exactly the same amount. 

3659. With regard to this question of the 4 per- 
cent. on goods rates, that is a reserve that was set 
on one side against the possibility of the traders being 
successful in upsetting the advance in rates that had 
been fixed in 1913? — Yes. 

3660. The railway companies continued to set on 
one side that reserve during the period of control? — 
Yes, nearly all of them did. 

3661 . Were they allowed to charge during the 
period of control more than they set on one side in 
the standard period? — Yes. The calculation was 
made on the same basis, but they did not neces- 
sarily charge the same amount. 

3662. Has that not been reviewed? — That has been 
reviewed and they have now been allowed to charge, 
l believe it is the same amount, during the years of 
control as they charged in the year 1913, the effect 
being, of course, to give each company who did 
so charge it in its accounts something more than the 
net receipts of 1913 as appearing in their published 
accounts. 

3663. In the “ Analysis of Abstracts A and B ”* 
would you tell me whether all the entries against the 
first eight items under Abstract A will be actual 
moneys spent or will it in any case cover provisions? 
— No, they would be the expenditure incurred. You 
will see there is an item described as “ Transfer to < 
(or from) depreciation fund or suspense account ” ; 
all provisions should be covered in that item. 

3664. In 1913 how would a programme company 
deal with that account?— If the actual expenditure 
incurred in 1913 was less than the programme, 
against the item “ Transfer to (or from) depreciation 
fund ” would appear an item in black ink, increas- 
ing the total amount of the expenditure to the amount 
of the company’s programme. 

3665. And conversely, if they spent more it would 
be in red ink and the amount would be noted? — 
Yes, so as again to bring the item in the lines des- 
cribed as “ total ” to the amount of the company’s 
programme. 

3666. Have you got the aggregate figures for all 
the railway companies divided in that way for 1913? 
— Showing how much were transfers to and from 
depreciation fund? 

3667. Y r es. — I am afraid not. I beg your pardon, 
have I got the aggregate figures? 

3668. Yes, each company is invited to fill in that 
return P — Yes. 

3669. And in that return they will show a figure 
against the 9th item, that is the transfer to the 
depreciation fund if they in fact made such a trans- 
fer? — Yes. 

3670. And if they all of them make returns you will 
have at your disposal an aggregate figure for the 
whole of the companies? — Yes. 

3671. Have you got such an aggregate figure? — 
No, I have not; it is capable of being prepared, f 

3672. It is rather an important figure. We were 
told that 1913 was a particularly good year for rail- 
way companies? — Yes, so I am told. 

3673. And that they might have been expected to 
have made more ample provision than they were in 
the habit of doing for the years of less prosperity? — 
Of course a programme company always abides by its 

* Appendix XIX. f Vide Appendix XX. 



programme, the programme being the setting aside 
every year of a sum calculated in a fixed manner. 

I think we should find that where there were special 
reservations they would not arise on this particular 
abstract. It is much more likely that there would 
be largo reserves for bad debts, or for contingencies, 
say for compensations, but railway companies as a 
rule deal with their maintenance abstracts methodi- 
cally, and systematically. 

3674. To what were the chairmen of the railway 
companies referring when they said that they had 
made increased provisions during the year? How 
would that be dealt with — by an increase of secret 
reserve, or something of that kind? — That may be so. 

3675. How were they dealing with similar figures 
during the period of control?— Of course they have no 
right to. make any secret reserves at ail against the 
Government, except there is one case I have already 
spoken of in which there was a large deduction for 
inner reserves, which by authority of the Board of 
Trade and the Treasury, has been permitted through- 
out control. 

3676. But it was a fact, at least we were told so, 
that during the year 1913 the expenditure on main- 
tenance was something like £2,000,000 more than 
during the average of the preceding two years? - 
That may be so. Of course 1913 was the first year of 
the new form of the accounts, and it is rather difficult 
to compare the accounts of 1913 with the accounts 
of the preceding years, but that may be so. 

3677. We were discussing Circular 686 amending 
Clause 4 of the Blue Book. It was suggested to us 
that the reason why . the companies desired that 
amendment was because the Blue Book as it previously 
stood operated unfairly as against non-programme 
companies? — I think so; that is my recollection. 

3678. With the result that after the amendment all 
companies ■ became programme companies? Yes. 

3679. If they were allowed to charge against their 
accounts as arrears of maintenance their actual ex- 
penditure in 1913, how could it operate against the 
non-programme company? — It wants working out, but 
L am sure the railway companies would never have 
asked for it if it was not necessary. I can w-ork it out 
in retirement, but I think if you have ever had to 
deal with these arrears of maintenance, and main- 
tenance questions, you know they are extremely com- 
plicated.* 

3680. They were quite capable of asking for a thing, - 
because they wanted it, not because it was necessary ? 
—Because it would be of advantage to them. I do 
not suppose they would have asked for it if it had not 
been of advantage to them. 

3681. Under that clause is every company now en- 
titled to make a provision for renewal based upon a 
percentage rate Upon the cost of the corresponding 
provision in 1913?— They are entitled to make their 
charge for renewals based upon either the programme 
of 1913, or upon the total amount charged against 
their accounts for 1913; and in regard to increased 
cost they are entitled to the excess cost of executing 
those renewals. 

3682 When it comes to the provision under this 
revised article 4, the railway company is. entitled 
to charge, in addition to what they charged m 1913, 
any sum that may be necessary to make provision 
for renewals. Supposing in 1913 the sum was 
£500 000, and in the period of control they bought 
a wagon, say, at £200 instead of £100, the pre-war 
cost; “would they be allowed to charge, in addition to 
that £500,000, 5 per cent., or some other per cent, 
upon that increased cost of the wagon, and charge 
it each year against their accounts in addition to 
their pre-war expenditure? 

3683. They have done that, have they not? 

3684. I want to make quite certain. — Yes. 

3685. You say they would? — Yes. 

3686 And then if there were any arrears of main- 
tenance they would be allowed to claim the arrears 
in which that increa sed provision forms a factor f— 

* Vide Appendix XXI. 
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I take it the illustration you were giving is of a 
capital purchase and an addition to the company’s 
stock of vehicles, because there is a vital distinc- 
tion — 

3687. No, I do not want to get on to the capital 
question? — Then the interest on capital expenditure 
ought not to be mentioned. 

3688. I did not mean interest on capital expendi- 
ture; I meant quite another interest? — I am afraid 
I gave an answer to a question which I ought not 
to have given. 

3689. Under Article 4 as amended on page 34 of the 
documents a company is entitled to include in their 
abstracts an amount equal to, but not exceeding, the 
amount so charged in the corresponding period of 
1913 P— Yes. 

o690. together with ” — that, I take it, means 
that they can charge something more? — Yes. 

3691. Provided it is justified by these later clauses? 
— Yes. 

3692. “ together with such additional sums as may 
be necessary to make provision for the renewal of ” 
— I am not concerned with (a) ; that is simply 
additional mileage of line, and I am not concerned 
with (b) additional units of rolling stock; I want 
to ask you to address your mind to the words 

increased first cost ” ? — Yes. 

3693. Supposing the railway company replace a 

wagon which had pre-war cost £100 and has on re- 
placement cost them £200, and incidentally the in- 
creased cost of which they are entitled to charge 
against the Government ? — Yes. 

3694. Supposing it was the practice of assessing the 
renewal provision at 3 per cent.; are we right in 
understanding that these words mean that the com- 
pany may provide 3 per cent, on the basis of the 
£100 of increased cost of this wagon?— That is to say 
upon the £200? 

3695. Upon the additional £100? — Upon both. 

3696. TV ell, it is not an additional unit; it is a 
replaced unit ?— Increased first cost, yes. 

3697. I am confining our discussion to the increased 
first cost? — Yes. 

3698. Am I right in understanding that the com- 
pany would be entitled to charge 3 per cent, on that 
£100 increased cost which the Government have 
already paid in addition to the £500,000 standard 
that they were allowed to charge for the whole of 
their repairs and renewals ?— Well, that is a subject 
which is under discussion now. It is a complex ques- 
tion. I have formed the view that for the purpose of 
calculating the compensation due to a railway com- 
pany the railway company is bound to prepare its 
revenue account as if it were carrying on business 
for itself. I have considered what would be the 
position of a railway company who found, first of all, 
that the provision they had made for the renewal of 
a particular vehicle fell short of the actual cost of 
renewing that vehicle; that is the first thing that I 
should ask myself. The company has accumulated a 
fund of £100 to replace that Vehicle. When they 
come to replace it owing to unusual conditions they 
find that it is going to cost them £200. That additional 
£100 must come from somewhere; there is only one 
source from which it can come and that is revenue. 

I hey must debit the short provision in the past 
against revenue. Now they have a further question 
to consider, and it is this : we shall have to provide 
ioi the i enewal of that renewed vehicle when the 
renewal falls due; it may be 30 years hence; on what 
basis shall we provide? There is only one rational 
basis to adopt the cost of that renewed vehicle 
therefore they would say : “ We will provide 3 per 

e e o n nn ° n f 2 °° and in 30 years ’ time we shall have 
£200, and we hope the vehicle is not going to cost 
us any more than that to replace.” Applying those 
principles it is right that the Government should 
pay both the short provision on the vehicle which has 
had to be renewed and the increased provision on the 
expected renewal oi the renewed vehicle." 



* Vide Appendix XXII. 



3699. That is very fair, and I think it is most 
important that you should have made that state- 
ment. I have already explained my views to the 
Ministry of Transport merely as an accountant. I 
have no special interest for either side. Those views 
are now in course of discussion. 

3700. Now, may we just carry that to the next 
stage? In our hypothetical case we have a renewed 
wagon which will increase the total of their main- 
tenance account on the standard to £500,003. We 
are starting on the assumption that their main- 
tenance account is £500,000 and this wagon enables 
them to increase the standard to £500,003?— I quite 
understand. 

3/01. lo the extent of that £3 their arrears of 
maintenance in the aggregate will be increased? — 
Yes — excuse me, I am not quite sure. 

3702. May I take it in steps? Assume that the 
actual expenditure on maintenance during the year 
was £450,000?— Yes. 

3703. Had they not had the benefit of this £3 the 

arrears of maintenance would have been £50,000? 

Yes. 

3704. But having regard to this provision that is 
allowed of 3 per cent, on this wagon the arrears will 
now be £50,003?— That is obviously so. 

3705. I am suggesting to you that the effect of it 
is to increase the amount of their claim for arrears 
of maintenance ?— If they have a claim the effect is 
to increase it. 



3706. Speaking broadly, the arrears are amount- 
ing now to £40,000,000, .so that in the generality of 
cases we may assume that it will increase it P — I have 
not heard that figure mentioned iii connection with 
arrears of maintenance. 

3707. £40,000,000?— No. 

3708. I suggest in order to clear that away that the 
Government have actually paid the railway com- 
panies on account of arrears of maintenance a sum 
approaching £40,000,000f— It is a very large sum; 
I have not got the figure in my mind. 

3709. You are not prepared to say that that is not 
the sump — No. 






j-nctu its ciub me ro urns, tnat this permission 
to charge a provision at 3 per cent, on the increased 
cost has the effect of increasing the amount which, 
they may expend and so increase the amount which 
they will receive from the Government in respect of 
arrears of maintenance? — That is so. 

3711. So that the first step is, that they will </et 
15 per cent, upon that £3? — Yes. 

3712. So that instead of being 3 per cent, upon 
this £100 it is 3 per cent, plus 15 per cent, of 3- it 
would be £3 9s. per cent, now?— Yes. 

3713. If £3 is an adequate provision in view of 
the increased cost this does not seem much justifica- 
tion for allowing them £3 9s.? — No. 

3714. These sound small figures, but we are taking 
one wagon, and if you multiply them by a very 
large factor it may become a very serious figure. 
Tou would agree with me up to that stage that if 
the 3 per cent, is a fair provision on the then value 
of the wagon there is no justification for them to 
have 15 per cent, upon the 3 per cent, p— I agree. 

5715 ; But tIle railway companies put up a claim 
that that 15 per cent, is only on account? — Yes. 

3716. And that at the termination of control they 
propose to claim that they should have the whole of 
the arrears compounded on the base of the then cost 
of labour and materials? — Yes. 

3717. Arid it is suggested that if that claim can 
be enforced it will mean that they will be entitled 
to claim their arrears of maintenance on the basis 
of something like 200 per cent, instead of 15 per 

spokenof ^ ’ 1 haV ° heard very high Percentages 

3718. And that would increase their 3 per cent, on 
this increased first cost to 9 per cent. ?— Yes, if there 
is this additional 200 per cent. 

3719. Have you any comment now to make upon 
that m modification of the view you expressed as to 
the reasonableness of the 3 per cent. P-Certainly. 
Ihe principle of allowing the 3 per cent, is right in 
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my view, but as to whether the allowance for increased 
cost of executing arrears of maintenance does not 
want modification, that is a different matter, and i 
think it does — it probably does. 

3720. Is not the position precisely the same, if there 
are no arrears of maintenance? If there are no 
arrears of maintenance it means that the provision, 
including this £3, is spent in the year, and is made 
up to current prices in the year ? — And is made up to 
current prices.* 

3721. So that in either case it is not 3 per cent, 
but 9 per cent, in this year — 9 per cent, on the in- 
creased first cost, which makes it 18 per cent, in the 
case which you are suggesting? 

3722. That is taking the other case; I was dealing 
purely with arrears, but I think you are right. Let 
us assume now that the basis was £500,000, with the 
£3 added. I am afraid we have started with rather 
too big a figure, but it does not matter : £500,000 
with £3 added is the base. Supposing the standard 
for this year is 300 per cent., that is 200 per cent, 
on the base, they would be allowed to spend up to 
£1,500,009 before they had spent in excess?— I should 
like to think it out; I am not sure. 

3723. The point being that the factor of increased 
percentage to apply to maintenance applies not only 
to the standard, but also to the full 3 per cent, upon 
the full increased value of the wagon, locomotive, or 
whatever it may be? — It is certain that the companies 
are not entitled to have the same increased cost 
twice over ; there is no doubt of that ; and we will 
take care that they do not get it. 

3724. Can you suggest to us any principle upon 
which we can deal with this matter? — I do not think 
these memoranda of instructions are to be taken as 
finally determining the rights of the companies. I 
should be extremely pleased to suggest some method 
of dealing with an inequity of that kind if I am asked 
to, and if I have the time given me in which to do it. 

3725. Perhaps you would modify your opinion you 
gave some time ago. — On what subject? 

3726. On this matter; you have given an opinion? — 
Yes. 

3727. Perhaps you would modify it? — I think the 
opinion as it stands is all right. 

3728. It is the application of it.— I think the 
arrangements for the eventual settlement of the 
arrears of maintenance will require consideration. 

3729. But we run a great risk. Supposing you put 
forward an absolutely sound doctrine and that is 
accepted, and then it is applied to an entirely un- 
sound formula, you get involved yourself in an 
unsound consequence of a sound doctrine, so I ven- 
ture to suggest that you ought to be very careful 
to see that your doctrine is going to be applied under 
sound conditions? — I think that is why I originally 
told you that this particular doctrine was under dis- 
cussion, and the whole of its bearings were being 
considered. 

3730. This question, as you rightly say, is very 
involved, and the committee have had considerable 
difficulty in understanding it, but we are very anxious 
to have some help if it can be given. — I find on my 
note that this particular point that you make has 
already arisen. It is on my notes that I made some 
time ago. It has already been suggested that the 
difficulty that has thus arisen can easily be overcome 
when calculating the allowance to be made by abating 
the arrears of renewals by any amount included 
therein on account of enhanced prices, or by adjust- 
ing the percentage — I mean it has not been lost sight 
of. 

3731. Would it be a simple accounting adjustment 
to make? — Not a very simple one. 

3732. I should have thought it had got so em- 
bedded in the accounts of the companies that it would 
have been almost inextricable? — Not by any means 
inextricable. 

3733. May I ask on that point, suppose we worked 
it out on the basis which you have just arrived at, 
would it amount to this : that the aim was to put the 
companies in a position no better and no worse than 



they would have occupied if there had been no wai 
at all — at all events not to give them an advantage 
from war conditions? — Certainly. 

3734. And to strip this settlement of what I should 
call its artificial element by safeguarding the com- 
panies against all risks of war conditions for a time, 
say, beyond the period of control. I do not know 
that I have made it clear; I am not sure that I have 
understood it ; I will explain : you said that if pi o- 
vision fell short, then, of course, the addition must 
come from revenue, and in the second place you took 
the renewal of the renewed vehicle and indicated that 
the basis must be the cost of the renewed vehicle. 
Taking these two things together with the effect as 
to the increase of the arrears of maintenance, that 
seems to me to amount to safeguarding the railway 
companies against all consequences of the war? -All 
consequences of the war arising during control. This 
is the case of a renewal arising during control. As 
the renewal arose during control it seems not un- 
reasonable that the companies should be safeguarded 
against the loss arising in respect of that renewal 
during the control period. It must be remembered 
that there are other vehicles, of which the Government 
have the benefit, in respect of which no such claim 
would be made. The companies will themselves have 
to bear the increased cost of renewing them after 
control. 

3735. What instances are those? — All renewals. 

3736. In what way is the Government benefiting? 
Because they have the use of the vehicle and the 
increased cost of renewing that particular vehicle 
after control will fall upon the companies. 

3737. My point is this : does not that settlement 
on these lines go beyond even the period of control ? 
Do you not agree that it is something which is safe- 
guarding the companies against all consequences of 
the war? It goes far beyond any formula of no better 
and no worse ? — Oh, no 1 

3738. If that is so, how do you explain these word',? 

I do not say that they are strictly relevant, but at all 
events on page 30 they indicate, under the heading 
of “ Arrears of Maintenance Work,” a willingness 
afterwards to consider cases on their merits, and in 
addition to that you yourself have just indicated a 
minute ago that there might be something m the 
nature of set-off or counterbalancing feature, which 
would require to *be kept in mind. What I am in a 
difficulty about is this, that if we use in this matter 
purely a formula to get away from the physical pro- 
position, do you not think that where millions of 
money are involved we are committing ourselves far 
in excess of our duty to the railway companies ? 

We run the risk of that by binding ourselves to any 
formula at all, because these formula; have a strange 
way of affecting other formulae, which may not be 
observed at the time. I believe the intention is not 
to preserve the railway companies from any of the 
effects of the war which may arise after control. 

3739. Does not your principle amount to a formula 

I mean the first point about provision falling short 

of provision on the basis of the cost of the renewed 
vehicle?— It only lays down a principle, I think. I 
agree that the principle has to be considered in re- 
lation to other arrangements that have been made. 

I agree I consider it should affect the eventual cal- 
culation of the amount to which the companies are 
entitled for arrears of maintenance and increased 
cost of executing arrears of maintenance, but I think 
the principle itself is a sound one. I hold that we 
are not precluded from considering the effect of any 
such principle upon formulae already agreed upon for 
calculating arrears of maintenance and the increased 
cost of executing them. 

3740. Do you not agree with me that it is rather 
a dangerous thing to state a principle or formula 
of that kind in the original and complete way in 
which you did state it before my colleague’s cross- 
examination commenced, especially when we liavo 
got to keep in mind afterwards that the possibility 
of adjustment or settlement may be compromised on 
this particular issue in the light of the documents 
on pages 30 to, say, 34 of the correspondence? — I am 



* Vide Nos. 3743, 3744 and Appendix XXII. 
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bound to say that that occurred to me, and I suo-- 
gested to the Chairman that I should not be asked 
to answer the question or that the answer should 
not be taken down, but I understood the Chairman 
to prefer that it should be taken down. It may be 
that the answer taken by itself, without the further 
considerations which have been disclosed in the course 
of this examination, might result in disadvantage to 
the State. 

3741. Supposing in this connection it were 
ultimately found that some compromise or more or 
less agreed settlement oi a position of that kind were 
the proper course, especially in the light of the docu- 
ments on pages 32 to 34, where there is a hint, at 
least, of consideration of cases on their merits after- 
wards, do you not agree that it would be better if 
we could do it to get away from formate, and if it is 
possible at all to look to the strict facts of the situa- 
tion and on these facts to put the companies no 
better and no worse m this matter of maintenance ?— 

I absolutely fully agree. I think that has expressed 
the views which I hold exactly. I think it is extremely 
difficult and dangerous to lay down particular formula 
on particular points which are to be adhered to under 
all conditions. I think we shall have to have in our 
minds all those varying considerations and varying 
principles, and to do what is possible to come to a 
lair conclusion, leaving the companies no better off 
and no worse off than they were at the beginnino- 0 f 
the war. 13 

3742 And in those circumstances probably you 
would be willing, perhaps not to withdraw, but at 
all events not to press in the light of that considera- 
tion the formula that you laid down originally with 
very great clearness and definiteness ?— Well I am 
afraid I must adhere to what I consider a proper 
accounting principle. I fully agree that the effect 
oi that particular principle has to be borne in mind 
when considering other accounting questions, and 
among those accounting questions is the calculation 
of the amount to be allowed to the companies for 
unexecuted arrears of maintenance. That calcula- 
tion cannot be properly made without taking into 
account the fact that they have already received an 
allowance for increased cost. 

3743. It does also require adjustment in the case 
where there are not arrears of maintenance? — That 
may be so.* 

374 f- ir l every case > wliethei ' there are arrears 
or not, the effect of this interpretation is that a sub- 
sequent adjustment is required? — Yes.* 

3745. I should just like to examine the premises 
upon which you lay down your doctrine, as I under- 
stood it. In giving that opinion which you gave 
were you giving it as what in your mind was the 
legal interpretation of the agreement, or were you 
laying it down as an equitable principle to observe? 

I was laying it down as a practical principle of pre- 
paring the claim for compensation. 

3746. Just look at it for a moment. As I under- 
stood what you said, it was this : you said that there 
was a wagon that had cost originally £100, and during 
the period of control it became necessary to replace it 
and it had to be replaced at a figure of £200. You 
thought the railway company were entitled to that 
extra £100? — Entitled to charge against their revenue 
account as revenue expenditure that extra £100 

3747. Yes, and further, to get the additional’ pro- 
vision of the £3. In arguing that, the way you put 
it, I think, was this : you said it must be regarded 
according to what would take place if the company 
were not under Government control? — Yes. 

3748. They have made provision for £100; they find 
owing to abnormal circumstances that they have got 
to find another £100? — Yes. 

3749. You say that money has got to come from 
somewhere and the only place it can come from is 
revenue? — Yes. 

3750. I am not an accountant, but it occurred to 
me that it might perhaps have been found from 
funds? — Accumulated funds, yes. 



.* The Witness subsequently amended these replies: 
vide Appendix XXII, 



3751. It might have been, but let us take your own 
point, that it came from revenue. If it had been not 
under Government control, and that money taken 
from revenue, what would the effect of that have 
been?— It would have diminished the fund available 
tor dividend unless the company had taken the obvious 
course of raising its rates, assuming it had power to 
do so. 

3752. Let us put that out of consideration for the 
moment. Of course, that is the determining con- 
sideration in all commercial concerns, where there is 
no limitation. 

3753. But, of course, we are dealing with the rail- 
ways. Normal circumstances would have eliminated 
Government control, but they would not have elimi- 
nated the statutory limitations of their charges; 1 
do not think you are entitled to import that. What 
we have got to is, that it would have diminished the 
fund available for dividend? — Yes. 

3754. In other words, the shareholders would have 
Lad to find that £100? — Yes. 

3755. While they would have had to find that £100 
and have m one way lost it by not having a dividend 
rhey gained it in the other way because it has gone 
into their undertaking ?— I think not. They have 
only got the same wagon or its equivalent as they 
had before; because it costs them more they have got 
no better undertaking; they have no more valuable 
undertaking. They have only got that wagon just 
as they had it before. 

3756. You do not suggest that a man who has a 
wagon at a time when it is worth £200 is not better 
oft than a man who has a wagon a time when it is 
worth £100?— He is no better off— if it is the same 
wagon. 

3757. Do you suggest that a man who at the present 
mine is able to sell a house for £1,000, which three or 
four years ago he could only sell for £500, is in no 
better position? — As long as he retains the house 
for his house and his business, he is no better off; it 
is merely the effect upon the man’s imagination/ he 
thinks he is worth more than he was ten years ago 
but he is not. He has got the house, that is all. If 
he finds he can conveniently part with it, and not 
destroy his business by parting with it, then no doubt 
he is better off, but we are assuming in this case, of 
course, that this wagon is necessary for the purpose 
of enabling the railway company to carry on its 
business; if so, the fact that the wagon could be sold 
on the market for more than it could have been sold 
for some years ago really has no effect upon the 
financial position of the company. 

3758. If that could come to be a consideration 
taken into account in fixing higher rates for the 
undertaking, then it would be that the shareholder 
would benefit? — Yes, no doubt. If the additional 
charge upon the company for renewal had been 
alieady otherwise made, and the Government agrees 
tc pay it, clearly the shareholder will eventually be 
benefited. 

3759. The point I want to make is this, that 
assuming the conditions on which you base your 
principle, the shareholder, though losing for the 
moment his revenue, is gaining in the increased value 
of his undertaking, assuming that it leads on to 
increased rates? — We are getting so extremely 
hypothetical now I am almost afraid of following 
you; I feel that I shall be saying something I shall 
regret afterwards. 

3760. I think I must not let that deter me from 
putting it a little further. What I want to put is, 
is it quite equitable that the Government, being in 
possession for a few years, should have to lose out 
of revenue an amount which is not dissipated, but 
which is being put into the undertaking and remain- 
ing there to the advantage of the owners of that 
undertaking when they resume possession ?— I think 
the lailway companies have been preserved during the 
period of control — that is the intention — from the 
loss and additional expenses which have arisen as 
the result of the war during the period of control, 
because 1 assume otherwise they would have done, 
and they have been allowed to do what every other 
business has done— raised its prices to meet the 
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increased costs of renewals, wlxicli have fallen due, 
and to meet tfie increased instalments on renewals, 
winch will fall due in the future; every other business 
lias had to do that. 

3761. If a railway company goes into the war with 
a wagon worth £lu0 and comes out of the war with 
a wagon worth 19200, you do not call that a loss 
arising from the war F — It is neither a loss nor a 
profit. What they want is their wagon. Its worth 
to them is one wagon; whether it originally cost 
£100 or £200 does not matter. 

3762. If they go into the war with a wagon worth 
£100 and certain rates based oil a wagon worth 
£100, and they come out of the war with a wagon 
worth £200, and get higher rates based on a wagon 
worth £200, are they not getting it both ways? — Oh, 
yes, I quite agree.* 

3763. That is a very important matter. We want 
you to agree to this point. Supposing that the 
whole railway was composed of wagons, and these 
wagons were paid for by somebody else, and in seven 
years they were doubled in value or doubled in cost, 
if you like; supposing that railway had to be sold, 
would the people who owned that railway sell at the 
original price of the £100 wagon? — No doubt they 
would not. 

3764. Of course not.— At least one cannot conceive 
such a thing taking place. I have never known a 
railway to be sold on that basis, it it is sold at all 
it is sold on the basis of earnings. No one cares 
what the undertaking has cost; they say: “What 
can we get out of it.” 

3765. If you are taking stock and you have a wagon 
which was valued at £100 six years ago, and you 
have made that wagon into a new wagon worth £200, 
you would take that into stock at £200? It would 
'be standing in the capital account at £200. t 

3766. The railway companies would not sell it at 
less? — I do not think they would sell it at ail. 

3767. But if they did sell it they would take it at 
£200 as an asset?— I find such a difficulty in assuming 
a case that never can and never will occur. 

3768. That is an ordinary business transaction; 
that is occurring in our concerns every week. Of 
course, it is no part of their business to buy and 
sell wagons; they do not do so. 

3769. But it is an asset, you see; it is part of the 
assets. — But their position is exactly the same as 
that of a manufacturing undertaking, which finds 
that the cost of the replacement of a portion of its 
works has increased, but if the income has not in- 
creased at the same time that does not make the 
undertaking worth more, merely because its capital 
outlay is greater. 

3770. In all the transactions that have taken place 
iu Lancashire and Yorkshire in the sale of mills, the 
transaction has been purely on the ground of the 
increased value? — They would not have taken place 
if there had not been increased income. It is income 
that determines value. I do not want a mill that 
somebody says is worth £5.000 unless I can sell it 
immediately, or I can get an income commensurate 
with the stated capital value. 

3771. On the question of stores we came to the point 
as to whether rates were such as would allow the 
replacement of stores? — Yes. 

3772. And if on the same ground rates -were such 
as to allow the replacement of these vehicles at the 
higher cost would that not modify your view? — Of 
course a railway company ought not to have it both 
ways; that is clear.] 

3773. Let me take your, -wagon. If the company 
went into the war with a £100 wagon on which they 
got £4 a year, and during the war they get it re- 
placed by a £200 wagon on which, after the war, they 
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are allowed to earn £8 a year, does not that modify 
your conclusion? — No, it does not modify my con- 
clusion as to the proper way of preparing the com- 
pensation accounts, but 1 do think that is a cir- 
cumstance that ought to be taken into account m 
fixing the rates. 

3774. I do -not know what the fife of a railway 
wagon is, but if its life is, say, 20 years, and it only 
passes four years of that time under control, is it a 
fair thing that the Government should find the whole 
cost of that wagon — the whole 20 years’ life of it — 
and only enjoy 4 years, a'nd the other 16 years go 
out of control? — Of course the Government only 
actually find 4 years out of the 20; the other 16 is 
found by the traders. 

3775. No, if it is replaced in control the whole 
amount conies off the deficiency? — That is so, but on 
the other hand, if every year 19 out of the 20 
wagons had not come into renewal at all so that if 
the control lasts only 5 years, and we assume the life 
of wagons to be 20 years, only one-fourth of the 
entire stock of wagons falls due for renewal during 
the control period, consequently the Government only 
bears one-fourth of the increased cost of renewing the 
whole stock, which compares properly with the period 
of control as compared with the total life of the wagon 
stock; I think that is right. 

3776. As far as the actual renewal is concerned of 
course they bear the whole cost? — Of this particular 
wagon. In the single year only one out of every 20 
wagons which are being run by the Government falls 
due for renewal. 

3777. But the others have been maintained and 
repaired? — Only repaired — not renewed. 

3778. Of course you distinguish between wagons 
which are plant and stock which is stock? — Oh yes. 

3779. You suggest that the railway company, ought 
not to increase the value of their wagons because of 
the increased icost any more than a works should 
increase the value of its building because the cost of 
building goes up ? 

3780. But would not they? 

3781. I do not think so. 

3782. In taking an ordinary business transaction, 
that wagon that the Government have paid for out 
of revenue was £100 in value before; when the con- 
trol ceases 1 hold that the company are in a better 
position than they were before, because they have 
got a wagon worth £200; it may go up to £300 or 
£400. They are in a better position than they were 
in 1913?— I am sorry, Sir, I cannot follow that; I 
simply cannot. They have got a wagon, and a man 
is no better off because that wagon has cost somebody 
else more. 

3783. We may both be wrong. 

3784. We have ■'.had put before us to-day this blue 
paper: “Analysis of Abstracts A. and B.’* Would 
you tell me when this form of document was first 
adopted, and how long it has been in existence?—! 
believe that this document was prepared at the 
instance of my late partner, Mr. Gurney Fowler, 
early in the control. 

3785. In this form the returns have been made each 
year ? — Yes. 

3786. May I draw your attention to the bottom ef 
the first page “ Grand total ” ? — Yes. 

3787. You will see a little (e) in the first column 
and a little (d) in the fourth column at the bottom 
of the page? — Yes. 

3788 If we turn to the explanatory notes uudei 

(d) we ’see- “ Under Clause 4 of the Memorandum of 
Instructions as interpreted by Executive Committee 
Circular Letter No. 686, this amount must not exceed 

(e) except under the circumstances set out in that 

Circular Letter ”?— Yes. . , 

3789. The the final analysis is : Amount charged 

for control period (d) ; amount charged for the year 
1913 (e),” and the difference is “ Excess {if any ) 
made up as under.’’ You see that? Yes. 
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